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DISTRIBUTION OF SURPLUS COMMODITIES 


(Investigation of Distribution Costs of Surplus Commodities 
Donated by the Department of Agriculture to Schools and 
Institutions in Illinois) 


THURSDAY, MARCH 17, 1955 


Hovuset or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERGOVERNMENTAL RELATIONS, 


CoMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 


The subcommittee met, pursuant to call, at 10:20 a.m., in room 1501, 
House Office Building, Hon. L. H. Fountain (chairman of the sub- 
committee) presiding. 

Present: Representatives Fountain, Dawson, Holtzman, Reuss, 
Holifield, Hoffman, and Mrs. Griffiths. 

Also present : James R. Naughton. 

Mr. Fountrarn. The subcommittee will come to order, please. I 
would like the reporter to have the record show that a quorum is 
present, consisting of Mr. Dawson, Mr. Hoffman, Mr. Knox, Mr. 
Krueger, Mr. Holifield, Mr. Reuss, and the subcommittee chairman. 
I understand Mr. Holtzman will be here shortly. He is detained at 
the present time. 

For purposes of the record I would like to say that on February 17, 
on the io of material submitted by Representative James C. Murray, 
of Illinois, and information obtained by the subcommittee, the Inter- 
governmental Relations Subcommittee unanimously decided to inves- 
tigate distribution costs-of surplus commodities donated by the De- 
partment of Agriculture, to schools and institutions in Illinois. 

On March 11, I issued a statement summarizing some of the develop- 
ments in our investigation. I might say that that statement was not 
issued until I had conferred with members of the committee on both 
sides of the table and coordinated the same with them. 

On March 12, I received the following telegram: 

The final issue of the Chicago Sun-Times of Friday, March 11, 1955, quotes 
you as stating “However, the subcommittee intends to continue its investigation.” 
If this is a correct quotation from you regarding the food operations in Illinois 
dealing with Federal surplus food commodities for the school lunch program, 
I would like to confer with you on the situation, since under the present contract 
with the United States Department of Agriculture, the program is under my 
supervision as superintendent of public instruction. I would welcome this 
opportunity at a time to be set at your convenience. 

The wire is signed by Vernon L. Nickell, superintendent of public 


instruction, State of Illinois. 
1 
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On March 14T sent the following telegram in answer to Mr, Nickell’s 
telegram: 

Received your telegram on March 12. Also note you are quoted in press as 
saying my statement regarding excessive cost of Dunbar contract is “mistaken.” 
Glad to give you an opportunity to confer with me and appear before Inter- 
governmental Relations Subcommittee in public session to give your side of the 
story. Can you confer with me in my Washington office late Wednesday and 
appear before subcommittee 10 a. m. Thursday? 

(Signed) L. H. FountAarn, 
Chairman, Intergovernmental Relations Subcommittee. 

On March 15 I received a further telegram from Mr. Nickell, as 
follows: 

My appreciation to you and subcommittee members for opportunity to appear 
before you. At the present time an independent CPA firm is making an audit 
of Dunbar books and operations, which will not be available for several days. 
Believe my appearance before the subcommittee without the definite and specific 
information which the audit will provide would mean my reappearing at a later 
date. As soon as the audit is available, shall notify you immediately and 
arrange a date at your earliest convenience. Kindly inform, by wire collect, 
your suggestion. 

(Signed) VerNon L. NICKELL, 
State Superintendent of Public Instruction, State of Illinois. 

On the same day I replied with the following telegram dated 
March 15: 

While the subcommittee will be glad to have the benefit of the audit you 
mentioned, I believe it will be best to, have an audit performed by Government 
audit. If Mr. Dunbar will permit auditors designated by subcommittee to 
examine his books, we will be glad to postpone your appearance until com- 
pletion of Government audit. Otherwise, suggest you keep original date set 
in response to your request of March 12. If Mr. Dunbar is not willing to 
disclose his books to Government auditors, feel your appearance would aid 
subcommittee in determining what further action is necessary on its part. You 
may rest assured that you will not be expected to provide information available 
only through an audit and that every effort will be made by the subcommittee 
to avoid the necessity of your reappearing. 

(Signed) L. H. Founrarn, 
Chairman, Intergovernmental Relations Subcommittee. 

I want to make it clear at the outset that this subcommittee has 
no intention of interfering in matters that are solely the concern 
of the State of Illinois. However, this subcommittee has been charged 
by its parent body, the Committee on Government Operations, with 
the duty of studying intergovernmental relations and relationships 
between the United States and the States, and the duty of studying 
the operation of Government activities at all levels, with a view 
toward determining its economy and efficiency, and in an effort to 
improve economy and effici iency in Government. 

The subcommittee also has been given responsibility for studying 
activities of the Department of Agriculture, including the school- 
lunch program. During fiscal year 1953 the Department of Agri- 
culture donated food valued at $3.4 million for use in Illinois. In 
addition, nearly $2.5 million in cash payments from Federal funds 
were granted to Illinois under the School Lunch Act. 

Under the law, these Federal funds could be used by local boards 
to pay charges made by Dunbar & Co. The Dunbar contract is not 
a matter, therefore, which concerns only Dunbar & Co. in the State 
of Illinois. A Federal-State program authorized by Congress and 
Federal funds are involved. 
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The Intergovernmental Relations Subcommittee has clear responsi- 
bilities in this matter, and so far as I am concerned as chairman of 
this committee, it intends to carry out these responsibilities. 

I have one clarifying statement to make before proceeding to our 
witness, who requested that he be given an opportunity to be heard. 
In my statement of March 11, I pointed out that a survey by the De- 
partment of Agriculture, of 94 shipments to schools and institutions 
during November 1954 concluded that charges by Dunbar & Co. were 
more than three times the amount necessary to return a fair profit. 
On the basis of this survey, I estimated that Dunbar & Co. might have 
realized excessive profits of eight hundred to nine hundred thousand 
dollars during the life of its contract. I made this estimate somewhat 
reluctantly, since I realized that projections based on samples are sub- 
ject to error. However, since Mir. Dunbar had refused to allow the 
Agriculture Department auditors to examine his books, this was the 
only information available. And it was information which was 
gathered by the Department of Agriculture over a 30-day period of 
operation based upon the distribution of these commodities all over 
the State of Illinois. 

If there is any error in these estimates I will be glad to correct them 
whenever Mr. Dunbar allows us to obtain exact figures from his books. 

Mr. Nickell, on behalf of the subcommittee, we want to thank you 
for requesting the opportunity to be heard. 

I would like to ask you if vou have any objections to being sworn. 

Mr. Nicketi. No, sir. 


TESTIMONY OF VERNON L. NICKELL, SUPERINTENDENT OF PUBLIC 
INSTRUCTION, STATE OF ILLINOIS; ACCOMPANIED BY HAROLD 
WOLFE, DIRECTOR, SCHOOL LUNCH PROGRAM, STATE OF ILLINOIS 


Mr. Fountatn. Mr. Nickell, will you raise your right hand, please, 
sir? 

Do you swear that the testimony you are about to give to this com- 
mittee will be the truth, the whole truth, and nothing but the truth, so 
help you God ? 

Mr. Nicxetn. I do. 

Mr. Fountarn. Mr. Nickell, before you proceed with such statement 
as you may have prepared, and before proceeding with the questioning, 
I want to assure you that the purpose of any questions which the sub- 
committee members may ask you will be to bring out the facts in this 
matter. We hope you will be at ease, and we have no desire to do any- 
thing or say anything that would make you feel ill at ease. There has 
been a great deal of controversy over this matter in Illinois and I 
am sure you agree that the best way to resolve the situation is by bring- 
ing out all the facts, and to bring them out into the open, and I want 
to say for the record at this time that I advised Mr. Nickell—and this 
is for the benefit of the members of the committee—that he will not 
be expected to provide any information which is available only through 
an audit, and that the subcommittee will attempt to avoid the necessity 
of Mr. Nickell appearing at a later date. 

In that regard, if our questioning seems somewhat extended I can 
assure you that the purpose is to make a full record at this hearing 
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so that we can avoid, if possible, the necessity of Mr. Nickell’s reap- 
pearing at a later date. 


In the course of its investigation the subcommittee requested the 
Department of Agriculture to make a report on the Illinois contract 
with Dunbar & Co. That report was received by the subcommittee 
on March 8. I will now ask the committee counsel to read the letter 
of transmittal from the Department, together with the report, into 
the record. 


Mr. NauGuton (reading) : 


DEAR CONGRESSMAN FOUNTAIN: This is in response to the request of your 
subcommittee, contained in your letter of March 3, 1955, for certain information 
in regard to the contract between the State of Illinois and Dunbar & Co., for 
the distribution of USDA commodities. 

Attached is a brief statement covering the background of this matter, the 
remedial measures taken and the current status. There are also enclosed 
two copies of report of survey M (5) 5-Il1l-800. The chronological account of 
actions taken by the Department, which you requested, is exhibit ] of the 
report. Similarly, the copies of the USDA agreement with the State of Illinois, 
and the contract between Illinois and Dunbar & Co., which you requested by 
telephone, are exhibits A and B of the same report. 

We hope this information will be satisfactory. If we can be of any further 
assistance please call upon me. 

Sincerely yours, 
J. A. McConneELL, Acting Secretary. 


Mr. Fountain. Mr. Nickell, I suggest that you follow Mr. Naughton 
as he reads the report so that you might be able to comment in your 
statement upon any error you think it contains. 

Mr. Naventon. The report reads as follows: 


REPORT TO THE HOUSE SUBCOMMITTEE ON INTERGOVERNMENTAL RELATIONS REGARDING 
TAE STATE OF ILLINOIS CoNTRACT WitrH DUNBAR & Co. FOR DISTRIBUTION OF 
SURPLUS COMMODITIES 


In order to better understand the current situation in Illinois, and the position 
of the Department,in working out a satisfactory solution, it is necessary to first 
review a few of the more important points regarding the general methods of 
operating the distribution of surplus commodities. These commodities, under 
existing legislation, may be distributed to schools for use in school-lunch pro- 
grams, to charitable institutions, and to needy families. 


METHOD OF OPERATION 


The United States Department of Agriculture does not undertake to distribute 
surplus commodities to the ultimate recipients. This program is carried out 
through agreements between the Department and appropriate State agencies, 
whereby the State assumes responsibility for all distribution within the State. 
The Department ships the commodities in carload lots, freight prepaid, in both 
bulk and packaged form, to receiving points designated by the States. Under 
this agreement title to the commodities passes to the State, upon arrival at the 
receiving point. 

However, in order to carry out its responsibilities under the legislation gov- 
erning this program, the Department lays down certain requirements, both in 
its contract with the State and through instructions and supervisory visits by 
Federal representatives. The Department also reserves the right to audit all 
phases of the States’ operations with respect to this program. In carrying out 
the program, the Department has followed the policy of placing as much respon 
sibility as possible with the State, and keeping its requirements as broad as 
practical. 

One of the basic requirements is that the program as operated by the State 
must be nonprofit. The proceeds from any charges made to the recipients must 
be applied only to and be no greater than the cost of distribution to the State. 

The Department has had no objection whatsoever to the States’ use of com- 
mercial companies in carrying out this distribution. This, of course, presup 
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poses that companies performing these services for the State realize a normal 
profit from their operations. 

There are a number of States which employ commercial trucking firms and 
commercial storage facilities. There are some States where the contract with 
commercial companies also provides for certain administrative functions over 
and above regular trucking and warehousing operations. 

As long as any of these types of operation of the program have been con- 
sistent with our requirement that the program be operated on a nonprofit basis, 
we have raised no objection to these methods. 


BACKGROUND OF PRESENT DISTRIBUTION PLAN IN ILLINOIS 


Until the past year there has been very limited distribution in most States 
to eligible outlets other than schools and charitable institutions. Of these two 
groups, the schools have received a very large proportion of the total commodi- 
ties distributed. For this reason, most States had placed the responsibility 
for commodity distribution in the State departments of education. 

In Illinois, due to previous distribution to needy families, as well as schools 
and institutions, the responsibility for commodity distribution had been placed 
in the Illinois Public Aid Commission. In line with the national decline in dis- 
tribution to needy families, and the increasing emphasis on distribution to 
school-lunch programs, the Department had for some time prior to 1952 been 
urging as close a working relationship as possible between the groups distribut- 
ing commodities and those administering the national school-lunch program— 
a cash grant-in-aid program. This was felt desirable for many reasons, par- 
ticularly from the nutritional aspects, as well as insuring the best possible 
utilization of the available commodities in the school-lunch program. 

In view of this, the Illinois superintendent of public instruction agreed on 
June 13, 1952, after securing authority from the State legislature, to take on 
the job of distributing commodities in the State of Illinois. In accepting this 
responsibility, the superintendent of public instruction, rather than setting up 
extensive organization and facilities for the distribution of commodities, entered 
into an agreement with Dunbar & Co. to handle the total job for him. 

This contract called for a number of administrative functions normally carried 
out by State governmental agencies, in addition to the storage and transporta- 
tion of the commodities. These administrative responsibilities included work- 
ing out with the recipients the quantities of commodities on the basis of those 
available to the State that each of the recipients could use. 

These functions also included keeping all records on the receipt and delivery 
of the commodities. This contract was not in violation of any of the Depart- 
ment’s policies or regulations. 

The rates set between Dunbar & Co. and the State superintendent were 
initially agreed upon on a temporary basis, until sufficient experience would 
warrant a possible revision. Some revisions were subsequently made. 

However, the Department did not believe these initial revisions were sufficient 
and from time to time further questioned the amount of the rates being charged 
by Dunbar & Co. There were several revisions made, subsequently, although 
they were not what we regarded as substantial. 


REMEDIAL MEASURES TAKEN 


We had on numerous occasions, as outlined above, urged a revision of the 
rates being charged and attempted to work out a satisfactory solution to the 
problem. As a result of an audit in early 1954, the General Accounting Office 
also called the rates being charged by Dunbar & Co. to our attention as seeming 
to be excessive. 

However, both the State officials and Dunbar & Co. insisted that the rates were 
reasonable. It was finally decided to conduct an audit of Dunbar’s operations 
to determine the reasonableness of his costs. This audit, requested in Novem- 
ber, was scheduled for January of this year. When the Department requested 
permission to examine the financial records of Dunbar & Co. to ascertain his 
costs and arrive at some evaluation of his rates on the basis of his costs, Mr. 
Dunbar refused access to the firm’s financial records. 

On this as well as previous occasions, Mr. Dunbar did make his commodity 
records available to us. Upon review of the contract, our Solicitor’s office con- 
firmed Mr. Dunbar’s contention that his contract did not require him to open his 
financial records to us. 
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The Division of Program Appraisal and Audit—Agricultural Marketing Sery- 
ice—conducted a survey, using available tariff information and comparable 
trucking and warehousing costs in Illinois, to arrive at some fair computed rate 
for the services being rendered by Dunbar & Co. The results of this survey 
showed conclusively that on the basis of comparative rates and lacking any 
specific justification by Dunbar or the State, the rates being charged by Dunbar 
& Co. were excessive. 

Following completion of the survey on February 25, 1955, a copy was furnished 
the Illinois superintendent of public instruction. He was informed, in writing 
by the Chicago area supervisor of our Agricultural Marketing Service. Food 
Distribution Division, on March 3, 1955, that the State of Illinois would have 
to present concrete evidence to the Department, within 2 weeks, of specific plans 
to either lower the current rates to a reasonable level or provide some other 
method of distributing surplus commodities in Illinois that would insure no 
more than a reasonable cost to the recipients. The Food Distribution Division 
area supervisor met with the superintendent of public instruction and Mr. Dun- 
bar, in Springfield, Ill., on March 38, 1955, and the superintendent requested 
Dunbar to agree to very substantial reductions in the specific rates being charged 
per unit, by commodity. Mr. Dunbar refused to make these reductions, and ac- 
cording to telephone information from Chicago, immediately gave the superin- 
tendent of public instruction a written notice that Dunbar & Co. was terminat- 
ing its contract with the State of Illinois, effective in 30 days, in accordance with 
that provision in his contract. 


FURTHER REMEDIAL ACTION NECESSARY 


In order to maintain uninterrupted distribution of surplus commodities to the 
schools and institutions in the State of Illinois, it will be necessary for the State 
superintendent of public instruction to make new plans for distribution in his 
State very quickly. The Department’s Chicago office has been pledged to work 
very closely with him on this and to offer him every assistance in working out 
the necessary plans. 

The superintendent has informed us that he plans to invite competitive bids, by 
publie announcement, in the very near future, to secure another contract provid- 
ing for the same statewide services by one commercial company, as provided in 
the present contract with Dunbar & Co. The Department will, of course, insist 
that the acceptance of any bids will be contingent upon the rates proposed in the 
accepted bid being reasonable, and upon the contract providing for Federal audit 
of the contractors cost accounts. Since the Department has enjoyed the most 
cordial and cooperative relations with the State superintendent of public instruc- 
tion, we have every reason to believe that it will be possible to work out a plan 
for future distribution of surplus commodities in the State of Illinois that will be 
satisfactory to all parties concerned, The Department sees no need at this time 
for requesting any further remedial action, other than that outlined above. 


Mr. Knox. May I ask who drafted the statement that you have read? 
Where did it originate ? 

Mr. Navenron. It originated in the Department of Agriculture. 
The letter of transmittal is signed by Mr. McConnell, the Acting Sec- 
retary. I believe most of the statement was probably written by Mr. 
How ard Davis, who is the acting head of the Food Distribution 
Division. 

Mr. Horrman. Before we close the hearing, may we have before us 
the gentleman who did the fieldwork and who knows about the state- 
ments in this letter? I assume the gentleman who signed the letter 
may or may not know and I would like to ask some questions of the 
gentleman who is cognizant of the facts, as to the conclusions which he 
reached. 

Mr. Fountain. If that is the pleasure of the committee at the appro- 
priate time I think that would be wise. 

Mr. Horrman. As [I listen to the statement, it is a Monday morning 
quarterback opinion on the rate charged. The Federal Bureau as the 
State administrator is charged with the responsibility as well for 
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distributing these commodities and the contract was entered into with 
their approval but now the Agriculture Department based on a state- 
ment made by the General Accounting Office, says the rate was too 
high. 

Mr. Fountain. Mr. Hoffman, I might say I’d like to know at some 
point the pleasure of the committee as to introducing into the record 
this report of survey dated February 25, 1955, from the Department of 
Agriculture, which gives all the facts and the cost formula upon 
which its conclusions were based. 

Mr, Horrman. I have a copy of that. But no opportunity is given 
for cross-examination. 

Mr. Founratn. Mr. Nickell, for purposes of the record I wonder if 
you would be kind enough to identify the person seated on your 
right. 

Mr. Nickrett. That is Mr. Harold Wolfe. He is the supervisor of 
the school lunch program in Illinois. 

Mr. Fountarn. Mr. Nickell, doubtless members of the subcommittee 
would like to ask you some questions. However I first want to give you 
the opportunity at this time to make any statement you may care to 
make. 

Mr. NickeLL. May I read my prepared statement, then / 

Mr. Founrar. You may. 

Mr. Nicxetyi. This is my first appearance before a congressional 
committee and I am not familiar with the procedures. 

Mr. Fountain. Will you identify yourself for the purpose of the 
record. 

Mr. Nicketi. I am Vernon L. Nickell, superintendent of publi 
instruction, State of Illinois, now serving my fourth term. 

I want the committee to know that I am here to do all that I can to 
help bring this to a final conclusion. I have nothing to hide and 
nothing to cover. Any information that I can get, I will be happy to 
give. 

Mr. Fountatn. We appreciate that. 

Mr. Nickett. Honorable chairman of the subcommittee and hon- 
orable members of the subcommittee, I appreciate this opportunity to 
appear before you and present the conditions which prevailed then and 
now, when I was asked to take over the distribution of Federal surplus 
food commodities, to be primarily distributed to public, private, and 
parochial schools, child-care centers and public and private nonpenal, 
charitable, and tax-exempt institutions, 

About October or November 1951 the area office of the United States 

Jepartment of Agriculture approached this office making the request 
that we consider taking over this distribution, since the demand for 
relief had dwindled to almost nothing and since the utilization of these 
foods would be primarily by the institutions listed above. 

They pointed out that, after July 1, 1952, very little or no demand 
for relief purposes would be in existence. My reply to them was that 
I was not interested in assuming that responsibility since I was of the 
opinion that the legislature never intended that this office should 
become a trucking concern or a warehousing unit, that I could see 
nothing but difficulties and headaches in an area with which IT had had 
no experience and no information which would enable me to approach 
the problem as it should be approached. 
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They returned several times later to representatives of the office to 
make the same request with urgency. About February 1952 the area 
office of USDA pointed out that in several of the States the office of 
public instruction had assumed this responsibility. 

They pointed out that Michigan was one of those States and that 
Michigan had established a very satisfactory and successful program. 
With this information I told them without committing myself that I 
would send representatives from this office to the State of Michigan to 
make inquiry and an investigation as to the conditions which prevailed 
there and report back. 

Representatives from my office spent 3 or 4 days with Michigan 
officials from the office of public instruction regarding their setup. 
When they reported back cher gave me a description of Michigan’s 
plan as it was being operated. After several discussions on this re- 
port they returned to Michigan in May 1952 to get further information 
which we found we needed. 

In their report to me, my representatives stated that Michigan had 
divided the State into 11 districts and had let contracts to handle 
this program through commercial truckers and warehouses for the 
most part. 

Later we found that in Michigan their program was allowed to use 
some county institutional warehousing free of charge, some ware- 
housing in State institutions free of charge, and when necessary, the 
use of State trucks without charge. 

In the State of Illinois there was no such facility available. Most 
of our State institutions lack storage space for as much as a single 
carload of material so that they could be warehoused and kept in prop- 
er temperatures to protect the food. 

After considering these various items, the study of rates came up. 
We found that in Illinois some modifications had to be made on the 
Michigan plan due to conditions mentioned above with reference to 
warehousing as well as to the fact that in the whole State of Illinois 
there prevailed union regulations and provisions that did not exist 
over the whole State of Michigan. Upon studying these conditions 
we discovered that certain adjustments had to be made in proposed 
rates in Illinois in order to meet them. 

During this period of study this office contacted several of the 
nearby States to ascertain what plans prevailed in this program. We 
discovered that Michigan was the only State that had any plan that 
came near to being the same as the one which was being proposed 
for [llinois. 

On at least one occasion when this office discussed the proposed 
program with the area office of USDA Mr. Beyer pointed out that 
we in establishing our plans should provide an equitable and fair 
plan of distribution making the surplus food commodities available 
to all regardless of geographic areas on the same basis. He pointed 
out that it was also their desire that they have a single State dis- 
tributing agency for the reason that it would make the work in their 
office much easier to handle. 

With all of this information my office went to work to study the in- 
formation we had and to determine what sort of plans and program 
could be established to meet the conditions with which we were faced. 
At the end of these discussions we met with the area office repre- 
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sentatives. I pointed out to them at that time that we were attempt- 
ng a program with which we were totally unfamiliar and that in con- 
sidering it I had no desire to divide the State of Illinois into dis- 
tricts for the purpose of distributing the foods and letting several 
contracts for the reason that there was insufficient warehousing scat- 
tered over the State to permit such a plan. 

Too, that if that were possible, it would become necessary for me to 
add a considerably larger number of people in the State office to keep 
the books and audit the several contracts. On the other hand, I 
yointed out that if it would meet with their approval I would rather 
fet a single contract for the whole State and if the person who received 
that contract found it necessary he could sublet contracts to other 
groups who would be responsible to him, and thus reduce the work in 
our office to a minimum, thus saving the State considerable sums of 
money. 

I also pointed out that I did not feel justified in approaching the 
State legislature for an appropriation to handle the warehousing 
costs as had been done when the Illinois Public Aid Commission had 
handled this program prior to our taking it over. I felt that in asking 
such an appropriation the money would be taken from the common 
school fund which was insufficient to meet the demands and that since 
the schools would be getting the State funds it would make it possible 
for the local community to have the control of the expenditure of those 
funds on the local level rather than on the State level. 

The area office agreed to these conditions. After these discussions 
had been completed and our plans pretty well outlined the area office 
pionted out that the first step in establishing such a program would 
be that of preparing a State plan of operation for the distribution 
of Government-donated food commodities. 

This document was developed by representatives from the area 
office of USDA and members of my office in the School Lunch Division, 
working together. This procedure is always necessary when consider- 
ing any phase of a Federal program dealing with the Federal school- 
lunch program when administered by the State. It is upon this docu- 
ment that we base our State procedures and administration. The last 
page of this document had listed the food commodities which were 
available at that time together with the rates which had been deter- 
mined as explained before. These proposed rates were unit rates to 
be applied uniformly statewide. Following the list of these units 
rates is a paragraph entitled “Record,” which sets forth the records 
which the area office said were essential and necessary in our office in 
arrying on the administration of the program. 

When this document had been completed, it had to be approved 
and meet the requirements of the area office, else a contract between 
my office and the area office could not have been consummated. 

When the document had been approved the next step was the draw- 
ing of the contract between the area office of USDA and my office. 
This contract was drawn by the USDA. When it had been studied 
and reviewed and agreed upon, it was ready for signature. Upon the 
completion of this step, the third step was that of working out a 
contract between my office and the outlet which in this case was Dunbar 
& Co. This contract was worked out the same as the two other docu- 
ments which I have mentioned. Representatives from the area office 
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of USDA and members of my staff worked it out so that the conditions 
which were to prevail in that contract would square and be in harmony 
with the contract between my office and the USDA, and in compliance 
with the State plan of distribution. 

This work was finished and the contracts were signed in my office 
in the presence of representatives from the area office of USDA, 
members of my staff, and the contracting outlet, on June 13, 1952. 

This distribution contract requires the “outlet. to prepare monthly 
allocation requests and delivery forms to all established eligible 
recipient agencies. The outlet must maintain both receipt and dis- 
tribution inventory ledgers setting forth in detail the ne of each 
carload of commodities and its distribution to the various eligible ve- 
cipient agencies. In addition the distribution outlet would be respon- 
sible for the costs involved in the receiving, unloading, in and out 
handling charges, warehousing, delivery, and all administrative costs 
to prov ide a statew ide uniform monthly distribution to all the eligible 
categories in the State. 

The distribution outlet was also required to obtain proper signed 
receipts for all deliveries made and prepare a monthly manifest of 
delivery setting forth the deliveries made in each of the 102 counties 
in the State. 

The distribution outlet also agreed to a monthly inventory audit by 
the State agency and agreed to be responsible ‘for all commodities 
damaged or lost and un: ‘accounted for by proper accountability, and 
further agreed to refund by check made payable to the Treasurer 
of the United States such damaged or unaccounted amounts of 
commodities. 

The distribution outlet also agreed to furnish the necessary facili- 
ties for the proper delivery of both ordinar y commodities and perish- 
able commodities and warehousing to cover all types of commodities 
and be maintained at proper established temperatures. 

In addition the distribution outlet agreed to furnish the proper 
amount of personnel both for delivery and office maintenance to 
comply strictly with all the requirements set forth relative to receipt 
of commodities, unloading of cars, warehousing delivery, and all 
incidental administrative costs. 

In addition, to avoid overallocation and misuse of surplus foods 
the distribution outlet agreed that all allocations would be made upon 
stipulated rates of distribution per recipient in accordance with in- 
structions advanced the State agency by the USDA. 

The distribution outlet also agreed to investigate all complaints 
and rectify any discrepancies that occurred in the handling and 
delivery of commodities. 

The distribution program in Ilinois now effects about 2,500 monthly 
deliveries to approximately 2,200 schools, 46 child-care centers, 50 
summer camps, and 200 institutions. To the best of our knowledge 
this monthly delivery on a statewide basis covers approximately 6 3,000 
miles. During the 27-month period there have been delivered in excess 
of 43 million pounds. 

During this time there has been no spoilage. or food in poor condi- 
tion due to the fault of the contracted outlet in their care and hand- 
ling of food commodities. During this period of time the State 
agency is able to account for every pound of surplus food commodities 
which we have received. The USDA area office has complimented the 
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State of Illinois upon their delivery system and system of account- 
ability stating at times there was no State in the Union that could 
equal it. 

As recently as October 8, 1954, a letter was received by my office 
resulting from an audit made by the USDA regarding our distribu- 
tion program, and I read it in full: 

OcTOBER 8, 1954. 
Mr. VERNON L, NICKELL, 
Superintendent of Public Instruction, 
State Department of Public Instruction, Springfield, IU. 


“DEAR Mr. NICKELL: An audit of the direct distribution program operations 
in your State covering the period February 1, 1954, to May 31, 1954, inclusive, 
has been completed and assigned the number M(5)4~IlI-800. 

A copy of the audit is attached for your information and perusal. 

We are pleased to state that no fiscal exceptions were noted and that we have 
no recommendations to make as a result of the audit. We, therefore, are closing 
the audit file. 

We wish to express our appreciation for the splendid manner in which this 
program is being administered by your agency under the able supervision of 
Mr. Harold Wolfe. We iook forward to a continuation of the fine cooperation 
which we have experienced with your agency during the past years. 

We are taking the liberty of forwarding Mr. Wolfe a copy of this letter. 

Yours very truly, 
O. F. BEYER, 
Area Pield Supervisor, Food Distribution Division. 

During the period from time to time as a routine matter the USDA 
conducted administrative reviews and audits and whenever the results 
of such reviews and audits took exception to any of the unit rates 
being charged for the distribution of Gover nment-donated food com- 
modities, my office took the steps and made necessary adjustments in 
the reduction of such rates and such reductions were immediately 
reported to the USDA and met with their full approval. 

[ call attention to the manner of notice to the recipients of the rate 
of charges that they paid for the numerous services of the contracted 
outlet. Each month when allocations of commodities were made 
recipients are notified of the unit-rate charge for each commodity allo- 

cated to them. The rates thus were known and accepted by the re- 
cipients, who paid the charges directly to the contracted outlet before 
their acceptance and the delivery of any commodities to them. 

Due to the fact that after March 31 no distribution of commodities 
will be made, we found it necessary to notify all eligible recipients 
that we were suspending delivery until specifications, proposals, and 
bids could be prepared and a new contract let. Letters are coming 
to my office now from recipient agencies which have received this 
notice. Just before leaving sev eral arrived. Here are a few quota- 
tions from them: 

Neighborhood House Corp., Chillicothe, Ill. : 


There has been an unusual amount of publicity directed in the past week to 
the commercial outlet that has been delivering surplus foods in Illinois. As 
representative of an institution which has received these surplus foods during 
the past year, I would like to state that we have been very pleased with the 
service which the Dunbar Co. has given in expediting these foods to our institu- 
tion. These commodities have ben delivered to us in excellent condition, as 
compared to some surplus commodities received several years ago, which appar- 
ently had received improper handling and storage and therefore were spoiled or 
were in very poor condition for use by our agency. 
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St. Philip High School, Chicago, II. : 


Am sorry to hear about the termination of the surplus food for the hot-lunch 
program. However, we are very grateful and thankful for the service you have 
rendered us through your office during the past years. 


Teutopolis Community Unit, district No. 50, Teutopolis, Il. : 


There is no question about the superiority of the service which Dunbar & Co. 
has given. It raised my eyebrows just a bit the first time we got a schedule of 
the cost per unit of the products they were to bring, but on thought we decided 
it was not more than fair that a firm be reimbursed adequately. 

The care given the food, the perfection of efficiency in distribution for us, has 
been a saving in dollars and cents for us. To have things brought to your door 
in rural areas is a boon worth enjoying. The time saved by not needing to have 
ready means of transportation to Effingham, and then having to wait in line for 
rather haphazard service, the chance of not getting your quota if you happened 
to be at the end of the line—all these topics come under view to put one solidly 
behind the Dunbar service. I do hope you can get it back. 


Community Unit School District No. 7, Washburn, II1.: 


In regard to your delivery of Government-donated foods by Dunbar & Co. 
It has been very satisfactory to us to get quick and accurate delivery. Food- 


stuffs arrived in good shape, inventories were accurate and were not torn or 
broken. 


Dunbar is much better than three years ago when we had to send our own 
transportation to a center to get the donated materials. 


Arthur L. White, county superintendent of schools, Cambridge, Ill. : 


I was very disappointed to get your letter concerning the surplus-food con- 
tract. I am with the schoolmen of Henry County quite often and have heard 
very few complaints concerning distribution of commodities. At first there was 
a discussion of cost, but when it was pointed out that there was expense and 
time involved in going to Kewanee to truck foods to lunch programs of the 
county there was very little said. 

In one case about a year ago Annawan received a bill for food left in another 
county, and Mr. Dunbar sent a special truck with the food and fired the driver. 
I am sure you have the complete trust and confidence of the schoolmen of 
Henry County. 

Just before leaving Springfield I called the auditors working on 
Dunbar & Co. books. They gave me the following information and 
I quote: 

Total revenue received by Dunbar & Co. during period for this service amounted 
to $1,288,000 over a period of 27 months. This includes $8,348.90 which was for 
service rendered for welfare and relief hauling. The net profit from this opera- 
tion during the 27 months, after payment of Federal income taxes, amounted to 
approximately $168,000, or 13 percent of income from the operation. Dunbar 
& Co. 

I was told that the investment required to get the equipment for 
trucks and office equipment to make this program efficient and work- 
able was $250,000. As I looked over that report coming out here 
yesterday it would seem to me that the 13 percent they mention is 
some less than 6 percent per annum. 

Mr. Fountarn. At this time I would like to acknowledge the pres- 
ence of some other members of the Committee on Government Opera- 
tions who are here. 

Representatives Griffiths, of Michigan, and Representative Simp- 
son of Illinois. Congressman Simpson is not on the Committee of 
Government Operations. There may be other Members of Congress 
here. If there is no objection on the part of the committee, at an 
appropriate time, I think it would be all right for the Members of 
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Congress sitting in with us to propound questions to Mr. Nickell. Mr. 
Hoffman has also arrived. 

Now, I have a series of questions which I would like to ask Mr. 
Nickell. They will take some time. I know other members of the 
committee will want to ask questions. What is the pleasure of the 
committee as to how we shall proceed? Shall I go ahead and ask my 
questions with you all filling in or supplementing as you think neces- 
sary ? 

Mr. Horirrevcp. Mr. Chairman, I think you have made a more in- 
tense study of this than anyone else. I suggest you go ahead and ask 
your questions and if there are any clarifying questions while you are 
asking them, allow the committee members to break in and ask them. 

Mr. Fountarn. If there is no objection to that procedure we will 
so proceed. 

I would like to say at the outset, Mr. Nickell, any questions which 

T ask you and which other members of the committee ask you, will 
be purely objective and in the interest of getting the facts. I want 
to assure you that there is nothing personal about any questions which 
any of the members might ask you. 

Mr. NicKE.u. I appreciate that and I will do my best to give you 
the answer as I understand it. 

Mr. Fountain. The president of Dunbar & Co. is James W. Dunbar, 
is that correct 

Mr. Nickey. That is correct. 

Mr. Founratn. Are you personally acquainted with Mr. Dunbar, 
other than through your acquaintance in negotiating this contract with 
him ¢ 

Mr. Nicket,. Yes; I have known Mr. Dunbar over a period of 
years. 

Mr. Fountatn. How long would you say you have known him ? 

Mr. Nicxetu. A 10-year period, roughly. 

Mr. Founratn. What has been the extent of your associations with 
Mr. Dunbar ? 

Mr. Nicxe.u. They haven’t been too extensive. I meet him at social 
gatherings, occasionally, and political meetings. I never made any 
personal visits to him. He was not that close. 

Mr. Founratn. Would you say he is a close, personal friend of 
yours ? 

Mr. Nicxeii. Well, from the standpoint of business, we have had 
to work together since he has had this contract. Before that I would 
say “No.” 

Mr. Founratn. Before that you would say “No”? 

Mr. Nickey. That is right. 

Mr. Founrartn. Are you acquainted with any of the officers or em- 
ployees of the Dunbar Co. ? 

Mr. Nicke.u. Yes, sir; 1 know 2or3or4ofthem. He has a nephew 
there, Joe Dunbar. There i is a fellow there in his office I know by 
the name of Jack. Then he has his son there, Jimmy, Jr., I know him. 
He came out of the service about a year ago or less than a year ago. I 
didn’t know him until he came back. I have met him several times. 

Mr. Founrain. In view of certain stories which have come out in 
the newspapers, I think it only fair to you for me to ask you a few 
other preliminary questions so that you might give your answer. 
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Are you engaged at the present time, or have you been engaged in 
the last few years in any other business or occupation except your offi- 
cial position as superintendent of public instruction ? 

Mr. Nicxeti. What do you mean? 

Mr. Fountrary. Any private enterprise business? Do you own 
business or have any other business? 

Mr. Nicxeut. I do not own a business. I have some investments, 
of course. 

Mr. Fountatn. Then the only business in which you might have an 
interest would be the extent of your investments ? 

Mr. Nicxeiy. That is right. I am not interested financially in the 
Dunbar organization. 

Mr. Fountatn. Do you own any stocks? 

Mr. Nicxetu. No, sir; not in Dunbar & Co. 

Mr. Fountain. Do you own any real estate ? 

Mr. Nicketu. Yes, sir. 

Mr. Fountain. Then, other than what you have mentioned and 
your salary as superintendent of public instruction, you have no other 
source of income? 

Mr. Nickey. That is right. 

Mr. Horrzman. I didn’t get the answer to that, Mr. Chairman. 

Mr. Founratn. He said “That is right.” 

Other than the contract which you | signed with Mr. Dunbar, was it 
June or July 13? 

Mr. Nickey. June. 

Mr. Fountarn. On June 13, 1952, when you signed in your official 
capacity, have you ever had any other business dealings with Mr. Dun- 
bar or with any other official or employee of his firm ? 

Mr. Nickeitzi. When I came into office in 19438, there was being made 
available through—lI think it was War Surplus Commodities—equip- 
ment for shops, school shops, et cetera, and my predecessor through 
Dunbar had transported some of that equipment, and when it was 
available afterward he transported some of that. That was through 
the board for vocational education. 

Mr. Founrarn. Is that the full extent of your business relationships 
with the Dunbar Co. or any of its employees ? 

Mr. Nicxetu. That is correct. 

Mr. Fountarn. Mr. Nickell, I am sure you have read as I have read 
in the last few days, in the newspapers out of Chicago, speculation 
as to the amount of excess profits made by Dunbar & Co.—if excess 
profits there have been—and I noticed one headline said, “Who got 
the profits?” Ithink it only fair for me to ask you this question : Have 
you at any time received any gratuities from Dunbar & Co. ? 

Mr. Nicxett. The only thing i in that connection, when I was pre- 
paring to run for office the last time, I got out a publication we call the 
Buyers’ Guide. Mr. Dunbar bought a page in it, along with others, 
for $300. It cost about half the ‘income that we received to have it 
edited and printed. The rest of it was for my political campaign. 

Mr. Fountatn. Has he made any other campaign contri utions? 

Mr. Nicxetu. No, sir; he did not. I thought at one time he did, 
but when I checked the records I found no record of it and I asked 
him. He said, “Well, the reason you didn’t find the record is because 
I didn’t give you any.” 





DISTRIBUTION OF SURPLUS COMMODITIES 


Mr. Fountain. What year was that, Mr. Nickell ? 

Mr. Nickety. It wasthe yearthatIran. 1954. 

Mr. Fountain. That was during the continuation of this contract? 

Mr. Nicxett. When we got the book printed, I believe we did that 
in 1953. 

Mr. Founrarn. And you negotiated the contract with him in 1952? 

Mr. Nicketu. That is right. 

Mr. Fountain. Have any of the officers or employees of the Dunbar 
Co., or any of its agents, either directly or indirectly, made any con- 
tributions or given any gratuities of any kind, nature, or description, 
at any time other than those that you have already referred to? 

Mr. Nickei.. Not to my knowledge. 

Mr. Fountain. Well, you would know about it if they had made 
any? 

Mr. NicKetu. Made any to me? 

Mr. Fountain. Yes, sir. 

Mr. Nicketui. No, sir; they did not. I think at Christmas time he 
sent out a small box of cheese to several hundred people. I think I 
got one of those. 

Mr. Fountain. Now, Mr. Nickell, did you let this contract to Dun- 
bar & Co. by competitive bidding? 

Mr. NicKketu. No, sir. 

Mr. Fountain. Why didn’t you? 

Mr. Nicxeiu. As I explained to the USDA office at that time and 
as I explained in my presentation there, I didn’t know what had to be 
done. So, with the USDA office we agreed to work it out and go 
along. We knew we were going to run into a lot of things with which 
we were not familiar and when we did we would sit down and iron 
them out and make adjustments and go along until we found out how 
it should be handled. I will admit possibly that that might have been 
wrong, but I never thought—I was worried about getting the thing 
started. We only had a short period of time in which to get that 
done. They wanted it to become effective on July 1. 

Mr. Fountarn. Now, I am not in a position to know which was 
better under the circumstances existing in Illinois. I simply asked 
the question to get the information, because competitive bidding is 
used considerably by the Government. 

How did you happen to negotiate a contract with this particular 
company ¢ 

Mr. NickeLti. Well, sometime—as I explained in my paper, they had 
been approaching us and news got into the papers and he read about 
it. I don’t know just when it was, it might have been in April when 
he came in, but he said, “You are up against a proposition. Can I 
help you work it out?” 

I said, “We have to get a lot of help and a lot of information. If 
you can help we would appreciate it.” 

He worked with us and helped us whenever he could. 

Mr. Fountain. This was before the signing of the contract? 

Mr. Nickett. Yes. The USDA knew we were getting help from 
him. He advised us as to the locations for warehousing, cnas it 
could be secured and that sort of thing and any information that we 
asked. When we came to consider the rates I think maybe he went 
to Michigan himself and studied the rate setup in Michigan. 
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Then, when he came back he said, as I explained in my presentation, 
“There are certain conditions which are different here, and we will 
have to make adjustments accordingly.” 

Those were worked out and became a part of the plan for dis- 
tribution. 

Mr. Founrarn. Do I understand from your statement that he ap- 
proached you first concerning the possibility of taking on this respon- 
sibility, and you did not approach him ? 

Mr. Nicxe i. That is right. 

Mr. Fountain. Well, now, did you approach any other trucking 
companies to see if someone else would be willing to take on this 
responsibility ? 

Mr. Nicxeti. Mr. Wolfe talked to several. When they recognized 
that it was Federal products, and the extent of the operation, they 
said they weren’t interested. 

Mr. Fountain. Will you give us the names of some of those com- 
panies which were approached ? 

Mr. Nickein. Well, sir, I don’t remember. I don’t know whether 
Mr. Wolfe does or not. 

Mr. Wotrer. No, I don’t. 

Mr. Nickey. Since that time there was a Chicago company and I 
would have to check to see if I can recall what company it was. They 
asked about it and when I told them the situation they said, “Well, 
we are not interested. We just thought if there was something to be 
let we’d like to get in on it, but if it is distribution under the plan that 
you explained, we are not interested, unless you get ready, sometime, 
to reestablish, or relet. Then we might consider it.” 

Mr. Fountatn. Right at this point, inasmuch as it might be neces- 
sary for Mr. Wolfe, who is your assistant, to supplement some of your 
statements, I wonder if you would be sworn, Mr. Wolfe. 

Do you solemnly swear that the facts you are about to give in this 
matter are the truth, the whole truth and nothing but the truth, so 
help you God? 

Mr. Wo re. I do. 

Mr. Founrarn. I understand, then, that you did not go out and 
make an investigation to determine whether or not other concerns 
might be interested. 

Mr. Nicketi. Only as Mr. Wolfe contacted him. We did not 
advertise. 

Mr. Founrarn. Did you engage in any correspondence with any 
other companies? 

Mr. Nickxetu. I didn’t. 

Mr. Fountatn. Did you, Mr. Wolfe? 

Mr. Wo re. No, I didn’t. 

Mr. Founrarn. And you can’t give us the name of any company 
you might have discussed the matter with? 

Mr. Nickxetu. If they had expressed interest, I suppose we would 
have recorded it. 

Mr. Founratn. Now, you signed your contract with the Depart- 
ment of Agriculture on June 13, 1952? 

Mr. Nicxeru. That is right. 

Mr. Fountrarn. And I notice that you also signed your contract 
with Dunbar on the same day. 
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Mr. Nicxewu. That is right. 

Mr. Fountain. You had to move pretty fast to get that done, didn’t 
you ¢ 

Mr. Nickey. All of those documents had been worked out and they 
came in for signing that day. 

Mr. Fountain. In other words, you had already consulted with 
him and engaged in all the preliminary work necessary prior to the 
negotiation of the contract ? 

Mr. Nicxeuw. That is right. 

Mr. Founrarn. I notice you said Mr. Dunbar went to Michigan to 
get some information with respect to rates. Did you yourself go? 

Mr. Nickey. No, sir, I did not. 

Mr. Founrain. Did Mr. Wolfe go? 

Mr. Nickxetut. Mr. Wolfe was up there at least two different times. 

Mr. Founrarn. Did he go with Mr. Dunbar, or did he go alone? 

Mr. Nickey. I couldn’t tell you. I would have to ask him. I have 
forgotten. 

Mr. Founrarn. But, Mr. Dunbar did do most of the investigating 
with respect to the rates in Michigan ? 

Mr. Nickeww. That is right, as well as Mr. Wolfe when he was up 
there he inquired about charges. 

Mr. Fountain. Did you seek any information from the Department 
of Agriculture as to rates which were being charged in various other 
States using this method of distributing commodities ? 

Mr. Nicketu. We contacted, as I recall it now, Minnesota, Wiscon- 
sin, and I think Indiana and possibly Iowa, but the rates that they 
had were established, where there was free warehousing, at times, and 
this plan of the distribution was different from the one we were 
establishing in Illinois, and as the USDA said, they are not applicable 
to Illinois, and you will have to work it out in the light of things that 
exist here. 

Mr. Fountain. Did you have to go to the legislature of Illinois to 
get authority to handle ‘this matter as you did handle it in Illinois? 

Mr. Nicxetu. No, sir. Several years ago when they passed—I think 
it was in 1943, I c: n't say definitely, when Illinois passed the Illinois 
School Lunch Act. In ‘that there is authority which gives me the 
right to deal with the Federal Government in any matter to improve 
the school-lunch program. 

Mr. Founrarn. As you indicated in your prepared statement you 
really were not interested j in assuming this responsibility ? 

Mr. Nicxett. That is right. I had about all the load I cared to 
carr 

Mr. Founrary. You say that is the reason you felt compelled to 
negotiate a private contract with some tr ucking concern ? 

Mr. Nickey. To negotiate a contract. 

Mr. Founrarn. And- you selected Mr. Dunbar and his firm because 
he initially came to you and you accepted his help, his advice, and co- 
operation in w orking out this matter? 

Mr. Nicxexu. That is right. 

Mr. Horrman. He has been talking about negotiations with Dunbar 
and getting information. I’d like to know what part, if any, the Fed- 
eral area outfit had in that preliminary investigation of the contract. 

Mr. Fountain. Mr. Nickell, I believe you said you were in consul- 
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tation, at times, with the representatives of the United States Depart- 
ment of Agriculture. 

Mr. Nickeuu. That is right. 

Mr. Fountarn. What assistance or cooperation did they give you 
in negotiating this contract and in deciding with whom to negotiate 
the contract ? 

Mr. Nicxei. They sat through and worked with us the working 
out of all of the documents and plans that were established. It was 
done in their presence, with their aid, their advice, and their help. We 
couldn’t have done it without it because I didn’t know enough about it. 

Mr. Hourzman. Mr. Chairman, may I ask a question ¢ 

Mr. Fountain. Yes. 

Mr. Hotrzman. Did the Department of Agriculture suggest there 
be competitive bidding on this thing? 

Mr. Nicxein. No, sir. 

Mr. Houitzman. Did they suggest you look around a little more 
than you did to ascertain whether or not the cost of the distribution 
here was excessive or not ? 

Mr. Nickey. Not tomy knowledge. 

Mr. Hourzman. They made no suggestion whatsoever with respect 
to who was to get the contract and in what manner it was to be ad- 
ministered, is that correct? 

Mr. Nicxeti. To the best of my knowledge and belief, that is cor- 
rect. Now, in perhaps some of the discussions when I wasn’t there 
they might have said it. I wasn’t able to sit in on all of the prelimi- 
nary inv vestig ations and discussions. 

Mr. Horrzman. You discussed costs, did you not ? 

Mr. Nicketu. That is right. 

Mr. Horrzman. And they offered no suggestion whatsoever with 
respect to soliciting bids or interviewing other people ? 

Mr. Nickein. Not as I remember. 

Mr. Houtzman. All right. 

Mr. Founta1n. In other words, they made no recommendations to 
you to submit this to competitive bidding? 

Mr. Nickein. I seaneaalicn no such recommendations. 

Mr. Fountatn. Did they make a suggestion to you in view of your 
experience with the Dep: irtment, that you make inquiry of the various 
trucking concerns in the State of Illinois to determine where you 
might get the best rates ? 

Mr. Nickey. They didn’t to me. I don’t know whether they did 
to Mr. Wolfe or not. 

Mr. Hourzman. Let Mr. Wolfe answer, Mr. Chairman. 

Mr. Wotre. I think to make it very clear, so you won’t have to ask 
that question repeatedly, the United States Department of Agricul- 
ture sat through all the preparations to make this program. ~ Rates 
were discussed and their statement was that the rates must be decided 
between us in setting this up on the fairest base we possibly could work 
out. They made no suggestions of letting bids out, they made no sug- 
gestions of reducing any of the rates that were arrived at. They 
agreed to them when we submitted our State plan of operation, and 
they helped us prepare it. 

Mr. Fountarn. When did you submit your State plan ? 

Mr. Wotre. Just before entering into the contract. 
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Mr. Hourzman. May we have the names of any officials of the 
Department of Agriculture who sat in on that series of discussions 

Mr. Fountain. Could you give us those names? 

Mr. Worre. Oscar F. Beyer and John James. One other man sat 
in once or twice and I was trying to think of his name this morning 
and I can’t think of it, but when I review my records, when I get back 
to Springfield, I’ll have it. 

Mr. Horrman. Mr. Chairman, may it be understood that inasmuch 
as you are just trying to get facts that if Mr. Nickell makes a state- 
ment and has no knowledge and Wolfe says that he has, or if he 
makes one that is erroneous and Wolfe knows it, could he come in and 
correct it so we won’t have to go over and over it? 

Mr. Founrarn. I think that would be all right. 

Mr. Dawson. Mr. Wolfe, would that account for the fact that these 
two contracts were signed on the same day, the fact that the Depart- 
ment of Agriculture worked with you, and with the Dunbar Co, and 
knew all the provisions of that contract, and they had knowledge 
that they would be signed and accepted by you, and they submitted 
their contract at the time that Dunbar submitted theirs? 

Mr. Wo tre. Yes, sir. 

Mr. Founta1n. How long has Dunbar & Co. been in the trucking 
business, if you know ? 

Mr. Wo tre. I don’t know definitely, but I would guess at least 20 
years. 

Mr. Fountarn. Do you know when they were incorporated ? 

Mr. Nicxeuu. I think last July 1 was when the corporation took 
effect. 

Mr. Fountain. Was he operating as a private individual ? 

Mr. Nicxein. A private individual prior to that; yes, sir. 

Mr. Fountain. Do you know how many trucks this company had 
before it signed the contract with you? 

Mr. Nickey. No, sir; I do not. 

Mr. Fountain. But they were experienced in food handling? 

Mr. Nicxetu. They were experienced in transporting commodities. 
He has hauled under contract, as I understand, food products for 
wholesale houses, and still does. 

Mr. Fountrarn. Do you know whether or not Dunbar & Co. has 
expanded its operations and grown rather rapidly in the last 2 years? 
Not that there is anything wrong with it but I just ask the question. 

Mr. Nicxeti. When he took this over this was a huge undertaking 
and a huge project and he did have to buy more equipment. 

Mr. Fountain. Do you know how many trucks they have? 

Mr. NicxeL. No, sir; I do not. 

Mr. Horrman. You already testified he invested $250,000 in new 
equipment. 

Mr. Nicketu. So he told me, he invested $250,000, but what the 
number of units were, I do not know. 

Mr. Dawson. Do you think that is why they incorporated at that 
time, in order to get new capital and take advantage of this offer? 

Mr. Nicxett. He had been in operation for a considerable period 
of time in this program before he incorporated. 

_Mr. Kwox. Mr. Nickell, upon this signing of the contract with Mr. 
Dunbar, did you file with the Department of Agriculture a copy of 
the contract ? 
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Mr. Nicketu. Yes, sir. 

Mr. Knox. In the preliminary stages 

Mr. Nicxeu. I filed it with the area office, and I presume that covers 
your question. 

Mr. Knox. I believe so. 

When the Illinois Legislature enacted the law designating you— 
vesting in you full power of control over surplus commodities, did 
they, in the act, have any reference to any other State agency, or was 
the full power vested in your office? 

Mr. Nicxety. The law does not name commodities. It is a general 
act dealing with the school lunch and it was originally established in 
Illinois in 1943. Whether the schools were getting surplus commodi- 
ties at that time or not [donot know. I only know this, that there was 
apparent, or we thought there would be apparent, certain conditions— 
possibly funds made available from the Federal Gover nment, and 
that general provision empowered me to deal with the Federal 'Gov- 
ernment in any way in order to assist and improve the school lunch 
program. 

Mr. Knox. Do you have a general State act that provides for com- 
petit Ho bids in negotiation of all State purchases? 

Mr. Nicxetxu. I do not know about State purchases but when this 
question arose, I went to the attorney general—and I have his state- 
ment here, I think—and asked him whether or not I had broken any 
law. If I did, it was through ignorance. 

Do you want me to read it? 

Mr. Knox. I would appreciate it if you would. 

Mr. Nicket (reading) : 

(Letter from Hon. Latham Castle, attorney general of Illinois 
follows :) 

March 16, 1955. Dear Mr. Nickell: This will confirm information given you 
by my staff at a conference in December and later. There is no statutory re- 
quirement that the contract of Dunbar should have been let on a competitive 
basis. The Illinois law as to competitive bids is well discussed in the case of 
Smith versus the Board of Education, 405 Ill. 143-148, with which case you are 
familiar. 

Mr. Horrman. What is the date of that? 

Mr. Nickeii. He wrote it yesterday. I thought that question 
would be asked and I wanted some authority. 

Mr. Houtrzman. Would you say that in spite of the fact that there 
was no, or is no legal requirement, that there was some moral obliga- 
tion to at least go into the thing deeply, with a view to getting the 
greatest economy and efficiency ? 

Mr. Nicke.i. We tried to do that in our discussions and as I said a 
moment ago, I may have made an error there. If I did, it was of the 
heart and not of the head. 

Mr. Horrzman. We are not making any accusations here. We are 
asking the simple question: Would you say there was at least a moral 
obligation on your part? 

Mr. Nicxeti. To do what? 

Mr. Hourzman. To look into the thing with a view to getting the 
greatest efficiency and economy out of the operation. 

Mr. Nickey, I think we tried to do that. 

Mr. Hourzman. Then you would say there was at least a moral 
obligation on your part. 
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Mr. Nicxety. That isright. That is why we took so long to discuss 
it and why it took so long to give the answer that I was willing to 
assume that responsibility. 

Mr. Horrman. And you discussed that issue with the Department 
of Agriculture area representative, Mr. Beyer? 

Mr. Nicxetu. They were in during those discussions; yes, sir. 

Mr. Fountain. Mr. Nickell, right at this point I wonder if you 
could tell us how many other States use the system which you use in 
Tllinois? 

Mr. Nicxeut. There is no State which uses the identical system. 

Mr. Founrarn. Will you tell us how many States let the contract 
out to private enterprise ? 

Mr. Nicketu. I cannot say. I do not know. 

Mr. Founrarn. Then, I take it you did not study the system of 
any State, which might be analogous to your own operation ? 

Mr. Nicke.yi. At the time we took it over, we studied the close 
States. Some of them have a combination of commercial outlets and 
State trucks. I think in Michigan, most of it is done by commercial 
outlet. They do have the services that I explained awhile ago, of 
some institutional warehousing which is free, or at least is of small 
cost, and the utilization of State trucks when they need them without 
cost. 

Mr. Horrman. I find on page 39 of the report of the General 
Accounting Office: 

In the following tabulation and order is provided a basis for comparison of 
rates for equal services rendered. We have included the approximate unit 
LCL rate for an estimated maximum 150-mile trip for the various commodities 
in Ohio and Indiana. 

Then, they give the cost of transportation of a hundred-pound sack 
of beans in Michigan at $4; Illinois, $4; Indiana, $1.37; Ohio, $1.80. 

It is also stated that, for example, in Michigan, where they get $4 
for what they do in Indiana at $1.37, the Michigan fellow is required 
to break up his 100-pound bag of beans into 5-pound or 2-pound 
packages. Did you have some of that information ? 

Mr. Nicxet.. I am not sure whether any of that was taking place 
or not. I do know that in the contraet we signed, the Federal Gov- 
ernment insisted that the word “processing” be in the contract because 
they said it may be necessary for us to split packages or cut cheeses 
into proportions, and so on. 

Mr. Horrman. Or split up cases of eggs. 

Mr. NicKeLu. Yes. 

Mr. Fountain. Mr. Nickell, I notice in the survey made by the 
Department some reference was made to possible duplications of 
administrative services. 

Did Dunbar & Co. handle all of the administrative work in con- 
nection with this project ? 

Mr. Nickeiu. Yes, sir; outside of our obligation of auditing. We 
have an auditor in our office who goes out and spot audits these 
programs, checks their food to see whether it is properly stored, and 
to check the number of eligible youngsters that are being served and 
that sort of thing. We have that obligation. 

Mr. Fountarn. I will get to the question of rate a little later, but 
I will ask at this point: Did you make any effort in your negotiations 
to get a breakdown of what the cost of distribution would be, such 
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as the cost of administration? In the determination of the overall 
rate? 

Mr. Nicke.u. No, because, as I said a moment ago, we were going 
into a big program with which none of us were familiar. 

Mr. Fountain. Well , you had been operating since 1952? 

Mr. Nicke.L. Yes. 

Mr. Fountain. What efforts have you made since that time to get 
such a breakdown ? 

Mr. NickeLit. We have worked on that several times and we have 
reduced the rates from time to time. 

Mr. Fountain. We have reports that he had just a small staff, per- 
haps just a couple of office girls, working on the administrative de- 
tails. Whether that is true I don’t know. Could you deny it or 
give us the facts ? 

Mr. Nicke.u. I couldn’t say definitely but I am sure that is not 
correct. 

Mr. Fountain. Do you have any idea how many he would have 
working on the distribution of these commodities ? 

Mr. Nicke.u. I know that he had an office in the warehouse in Chi- 

‘ago where he had two people. He had three girls that spent I 
Paik most all of their time in this processing work and records and 
so on. He had at least three others in the office who had something 
to do with it. How much, I cannot say. 

Mr. Horraan. Was this before or after the signing of the contract 
you are talking about now? 

Mr. Nicxetu. I am talking about now. And I would like to point 
out here that the contract I had with USDA, and the contract that 
is between Dunbar and my office has a provision that he is to furnish 
sufficient equipment and personnel to do this work. It was up to him 
to determine what was necessary in that line, to do it. 

Mr. Hotartetp. Mr. Chairman, may I ask a question ? 

Mr. Founratn, Yes. 

Mr. Howirrevp. Mr. Nickell, do you know how many trucks Mr. 
Dunbar had at the time he signed this contract ? 

Mr. Nickeuu. No, sir; I do not. 

Mr. Horirieip. Mr. Wolfe, do you? 

Mr. WotFr. No; I do not. 

Mr. Houtrrerp. Do yon know whether he had any refrigerated 
trucks or not at that time? 

Mr. WotFe. Yes; he did have some. 

Mr. Hoxtrteip. He did have some at the time? 

Mr. Wotre. That is right. 

Mr. Hourrtetp. Before he signed the contract ? 

Mr. Wore. That is right. 

Mr. Kwox. Mr. Nickell, in this past year, have there been any in- 
creases in rates, as far as Dunbar is concerned ¢ 

Mr. Nickeux. No, sir; there have been some decreases, 

Mr. Knox. Is it a fact that in this past year, since fresh meats have 
been made available, that it was necessary for Mr. Dunbar to provide 
the necessary freezer space in order to keep these meats in perfect con- 
ition? There was no increase after he had to provide the necessary 
freezer space. Now, is it necessary with your butter and cheeses to 
have freezer space, but when you got into the special meats, it was? 
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Mr. Nickey. We have to keep butter in freezer storage—zero and 
below. 

Mr. Naveuton. Mr. Nickell, do you know how much processing of 
foodstuffs Mr. Dunbar actually did? 

Mr. Nicketu. No; I do not. 

Mr. Nauveuron. According to the earlier audits we have from the 
Department of Agriculture, which don’t cover the full period, it is 
indicated that the only processing actually done by Dunbar was 
repackaging some butter for which an extra charge was made. Would 
you be in a position to deny that or affirm it? 

Mr. Nicxetu. He charged the State institutions for that, he did 
not charge the schools. 

Mr. Naueuton. We have had some references to the fact that the 
Department of Agriculture complimented the State of Illinois on 
its distribution system. Are you aware that there was some criticism 
at an earlier date by the Department of Agriculture of Mr. Dunbar? 

Mr. Nicxetu. Are you referring to the audit made last year by the 
GAO? 

Mr. Navueuron. I refer to an audit made in 1953. 

Mr. Nicketn. We have some letters from them where they took 
certain exceptions, and we went into it and made adjustments. We 
never heard a reply, and assumed they approved it. 

Mr. Naveuton. Didn’t Mr. Dunbar have to refund a certain amount 
of money to the Department of Agriculture for commodities which 
had been damaged or stolen? 

Mr. Nicxeu. I think there were some stolen, and as I pointed out 
in my presentation, his contract requires that if through his careless- 
ness anything is spoiled or lost or stolen, he has to reimburse, and he 
did, but I couldn’t tell you the amount. 

Mr. Naventon. I think Mr. Wolfe might be able to help on this. 

As 1 understand it, a sum was involved that the Department of 
\griculture thought should be paid because of commodities which 
had been damaged or stolen. 

Now, as I understand it, the State of Illinois determined that it 
would be all right for it to be accepted as an inventory adjustment 
and no charge made to Dunbar & Co., but the Department of Agri- 
culture would not accept the adjustment, and made Dunbar refund 
this money; is that correct, Mr. Wolfe? 

Mr. Wotre. No; I don’t think you have it right. 

In the first audit that was made they established that it was damage 
caused in the warehouse and if I remember right it had to do with 
hams and pork shoulders and it was open to question as to whether or 
not those hams and pork shoulders were in good condition when we 
got them. We had Federal food inspectors with us, and we examined 
all this meat in the produce-terminal warehouse in Chicago. 

When the first audit was completed, they did not take exception 
to that and said it should be an inventory adjustment. At a later 
late they sent us another letter and retracted their first letter and 
asked for that refund, and we gave them the refund. 

Mr. Horrman. And that was under the contract ? 

Mr. Wotre. That is right. 

Mr. Horrman. And there was no claimed violation of the contract? 

Mr. Wotre. That happens in every one of the 48 States. 

63116—56——3 
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Mr. Horrman. I ask counsel. Is there any claim that Dunbar 
didn’t live up to his contract ? 

Mr. Naveuton. No; not in this particular instance. 

Mr. Horrman. Or in any other instance that Dunbar did not live 
up to his contract ¢ 

Mr. Naventon. We haven’t established that fully. 

Mr. Horrman. I say do you have any evidence that he didn’t, is 
there any charge that he didn’t and if so what ? 

Mr. Navenron. As interpreted by the State of Illinois, I don’t think 
we have any particular evidence at this time that he did not live up 
to his contract. Our interpretation might possibly differ from theirs. 

Mr. Horrman. I was just trying to discover what the issue here was, 
Mr. Chairman. 

Mr. Navueuton. Mr. Wolfe, did you tell the Department of Agri- 
culture auditors that you considered this difference or shortage in 
damaged or stolen commodities was reasonable in view of Mr. Dunbar’s 
lack of experience in handling the distribution of commodities? 

Mr. Wore. That could be, I don’t know. I would have to look 
at my records. 

Mr. Navueuron. I will read this statement from the Department of 
Agriculture audit. [Reading :] 

Harold Wolfe, distributing agent, stated that he considered the difference 
reasonable in view of the center’s lack of experience in handling the distribu 
tion of commodities. 

Mr. Fountatn. Do you have any comment on that, Mr. Nickell ? 

Mr. Nicket. I can’t tell you where I got this but somewhere I 
got this idea that this meat, hams, and shoulders, was put through 
a rapid process of — and that it was shipped out without the 
curing process—it is a chemical process, I guess, I don’t know too 
much about it—going clear in to the bone. It was only part way, and 
it was packed and sent out. That was the cause of the damage. I 
don’t know who told me that but I remember hearing it. 

Mr. Fountrarn. You have no recollection of stating that it was 
because of Mr. Dunbar’s inexperience in handling food ? 

Mr. Naueuton. That was Mr. Wolfe. 

Mr. Horrman. May I ask before we adjourn 

Just what are the issues here. Was the State of Illinois at fault? 
Is it claimed they were at fault in not getting a competitive bid before 
awarding the contract to Dunbar? Either legally or morally. Then 
is the other issue whether or not—I gather it is from what you said 
about the statements in the Chicago papers—Mr. Nickell received 
some kickback, some payment, in some direct or indirect way from 
Dunbar or someone ? 

Mr. Founratn. The committee has no evidence that Mr. Nickell 
received any kickback. 

Mr. Horrman. Isthere any charge of that kind ? 

Mr. Founrarn. Of course, I think the questions which we will con- 
tinue to ask will bring out the facts either one way or the other, at 
least as much as possible during this hearmg, until we go further, but 
the primary thing is the question of excess charges. 

Mr. Horrman. Is there any contention on the part of the commit- 
tee staff that there is any provision in the law that requires either 
competitive bidding or the denial of a profit; or whether the commit- 
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tee can determine if there was an excessive profit; or whether some 
change should be written in the law to require, as in some other con- 
tracts, a renegotiation if there was excessive profit, as we have in some 
defense industries 

Mr. Fountain. I think that is one of the purposes of this hearing, 
to determine just what did transpire and to find out what, if anything, 
‘an be done in the future to eliminate such mistakes as might have 
been made, and also to determine whether or not the profits have been 
excessive, and the results might be used as a basis for future handling 
of these matters. 

Mr. HorrmAn. For legislation covering negotiations in the handling 
of the school lunch program ? 

Mr. Fountain. That is right, and with respect to the question of 
competitive bidding, thus far; in the development of the evidence, 
we have not found anything to indicate that the law of the State of 
Illinois required competitive bidding but I think in a hearing of this 
kind we are certainly justified in making inquiry as to whether or not 
competitive bidding was used and whether or not it would have been 
advisable or should have been done. 

Mr. Horrman. I agree with you on that. 

Mr. Founrarn. In the interests of economy and efficiency. 

Mr. Horrman. I do not find fault with the investigator or the man- 
ner in which the investigation is conducted. I just want to get the 
issues in my own mind if I can because it occurs to me that neither the 
law of Illinois nor the Federal law was violated and then notwith- 
standing the fact that everything was legal and aboveboard there is 
complained and the insinuation that something unlawful was done. 
For example, in some of the housing activities there was what some 
people have determined excessive profits but no violation of a statute 
and then it would be up to the committee to come up with some recom- 
mended legislation. 

Mr. Fountain. I think I might say this at this point—of course, 
I can’t mention all the points at issue but I think I might well state 
that among the issues which we are trying to determine is, has the 
Department of Agriculture done everything it should do in the in- 
terests of economy and efficiency in the operation of this school lunch 
program. Has the superintendent of public instruction in the State 
of Illinois, in a responsible position, exercised good judgment and has 
he done everything which he should have done in the administration 
of this program, and has the Dunbar Co. made excessive profits in 
carrying out the contract negotiated between Dunbar & Co. and the 
superintendent of public instruction. If it has made excess profits, 
I think the information which we can get from this hearing will en- 
able us to make recommendations and I think they will be most help- 
ful to the State of Illinois, and to the superintendent of public in- 
struction in the administration of this program in the future. 

And there may be other issues which are not paramount at this 
time, 

Mr. Horrman. In view of what the evidence here may disclose, has 
the Congress been negligent in not writing effective preventive legisla- 
tion to take care of the situation which is claimed now to exist ? 

Mr. Fountain. That may well be possible. However, these pro- 
grams have to be administered by someone or some agency and respon- 
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sibility has to be placed somewhere I realize. It may be a question of 
how it is administered. 

Mr. Knox. A question germane to Mr. Hoffman’s question : I believe 
it has been established insofar as the State level is concerned, through 
the Attorney General’s Office, that Mr. Nickell’s office had not violated 
the intent of the law of the State of Illinois. 

You read a letter from the Attorney General. 

Mr. Chairman, I ask unanimous consent that the letter read by Mr. 
Nickel] from the Attorney General become a part of the record. 

Mr. Fountain. Without objection, it isso ordered. As a matter of 
-_ I think the stenographer took that letter down when Mr. Nickell 
read it. 

Mr. Dawson. The thing that strikes me is the refusal of the Dunbar 
Co. to permit the Department of Agriculture to examine their books 
and to audit their books. 

Mr. Fountain. I think that plays a part in the overall question as 
to whether or not its profits were excessive. 

Mr. Dawson. They have been dealing with appropriated Govern- 
ment funds. I think in such cases it is our duty to see that the various 
departments carry out their duties efficiently and effectively. 

The Department of Agriculture in all these negotiations sat side by 
side with the school department of the State of Illinois, knew of them, 
knew that this contract gave them no provision at all—made no pro- 
vision for them to have the right to inspect those books. And if 
out of this hearing came the establishment of the rule for all Gov- 
ernment agencies to have the right to review those contracts and 
to audit those books from time to time to determine the questions that 
have been raised in the newspapers and otherwise through the sit- 
uation that developed here, that would be helpful. 

Mr. Nickell appears here today at his own request. He asked to 
appear before this committee to make this statement. I think that 
was fine and I think that is laudable. We are trying here merely to 
carry out our duty, to follow appropriated funds in order that they are 
efficiently and effectively spent by the executive department. We 
are involved here only because of matching Government funds spent 
in this operation. 

Mr. Horrman. Mr. Chairman, there is no question but that the sub- 
committee and the committee have jurisdiction. 

Mr. Dawson. And there is no question about the good results that 
can come from this investigation. 

Mr. Houtrrevp. Mr. Chairman, I heartily agree with what Mr. Daw- 
son has said. I think that what we have revealed so far clearly showed 
that the Department of Agriculture, in sitting in on these negotiations 
and not requiring the accountability which could satisfy this commit- 
tee, of the disposal of these Government commodities and funds, has 
been an indication of carelessness. If no other good comes out of this 
investigation except to insist that the Department of Agriculture have 
adequate accountability clauses in its contracts with State agencies | 
think that in itself will justify the hearing. 

I expect to ask the chairman, if I may continue, to have the Deparit- 
ment of Agriculture’s representative up here to explain to us why they 
didn’t protect the Government’s interests. If contracts are going to be 
let which do have excessive profits in them, they curtail the distribu- 
tion of these commodities to schoolchildren, because it is obvious that 
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that money could further the distribution of commodities to children, 
if excess profits are not there. 

Mr. Horrman. You say an excessive profit. Until we get the audit 
from the Dunbar books and the costs, can we say there has been exces- 
sive profit? 

Mr. Houirieip. No. 

Mr. Horrman. I thought you said it was “excessive.” Maybe it is, 
I don’t know. 

Mr. Hottrterp. I don’t know that the prices were excessive but the 
opinion of the General Accounting Office is that the charges were ex- 
cessive when compared to other distribution systems. Now, it may 
be that there is a justification for those excessive charges but we haven't 
developed that. 

Mr. Fountain. Of course, in their survey they very definitely 
state—the Department of Agriculture does in its opinion—that on 
these 94 shipments which were examined, which they used as a spot 
check, the charges were about three times as much as they should have 
been in order for Dunbar & Co. to have received a reasonable profit. 

Mr. Horrman. And those are the gentlemen I want to ask about the 
details on their estimates. Sometimes gentlemen who come in Monday 
morning with criticism don’t know quite as much about the game 
played Friday, Saturday, or Sunday, as the fellows who were play- 
ing it. 

r. Fountrarn. I might say in that survey they set forth a criteria 
showing why the profits were excessive and it is a pretty good criteria. 

Mr. Horrman. And if there were excessive profits, it is the Depart- 
ment of Agriculture that is to blame because they didn’t take proper 
precautions before. 

Mr. Fountain. Also in that survey I think the recommendations 
and suggestions which the Department has made with respect to opera- 
tions in the future is a pretty clear indication that the Department is 
not satisfied with the way things have operated in the past. 

Mr. Horrman. That is to say they don’t like the way the school 
program has been handled. 

Mr. Fountain. That is right, and they might be responsible for it. 

Mr. Horrman. And our farmers who have cows don’t like the way 
they have distributed condensed milk in certain places. 

Mr. Krurcer. Certain audits were presented here from the Depart- 
ment of Agriculture. What were they? 

Mr, Nauqgnron. They were not audits of Mr. Dunbar’s financial 
records. He has consistently refused to make those available—he may 
never have been asked for them before January of this year. 

= Krvuercer. You have referred to some audits. What audits were 
they # 

Mr. Naveuton. There were two audits performed in 1953 by the 
Department of Agriculture. One was performed in 1954. 

Mr. Krurcer. Then, they did audit some of these transactions. 

_ Mr. Navenron. They audited the commodity transactions. There 

is no evidence they even asked Mr. Dunbar to look at his books and we 

must assume he probably would have refused them if they had. 

: Horrman. How wasthat? Wemust what? Will you read that 
ack, 

Mr. Fountain. He said Dunbar & Co. probably would have refused 
the request if it had been asked to disclose its books. 

Mr. Horrman. I can’t accept that. 
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Mr. Naveuton. I will be glad to strike that. 
Mr. Fountarn. I will get into that in just a moment to prove that 
they have refused. 
Mr. Wo re. Could I just interject this: The counselor asked me a 
uestion regarding shortages. I would like to read a letter from 
nard R. Trainer, then director of food-distribution program, to 
Mr. D. J. Harrill, Chief Auditor, Office of Audit, United States De- 
partment of Agriculture, and it refers to this subject that you asked 
me about. [Reading:] 


This is in reference to an inquiry received from your office concerning the sub- 
ject enclosed audit report. After a further review of the audit file our Midwest 
office presented a claim for shortages reported in schedule A to the Department 
of Education of the State of Illinois. Since this action we have been provided 
with additional detailed information concerning the inventory shortages during 
the period September 1 to December 31, 1952. We are informed that certain 
shortages occurred, although normal reasonable care was exercised by the distri- 
bution center. Some occurred because of inefficient employees and some as a 
result of a lack of adequate shipping controls. 

We are further advised that the center has established additional distribution 
controls, replaced certain employees, and has taken steps which will improve 
warehousing conditions. These operational errors in distribution occurred dur- 
ing the first 4 months the distribution center handled this program, and they 
represent a very small percentage of the total food distributed. The agency has 
taken every possible precaution to avoid the recurrence and such action is 
evident since a subsequent audit M(5)3—Il-801 for the second 4-month period 
of operation reports only the same shortages as were listed on schedule A-1 
of the subject audit report. In considering all phases of this matter we believe 
that the agency has provided a satisfactory explanation of how the shortages 
occurred, and for that reason we have not requested that this file be reopened by 
the fiscal branch, 

(Signed) Lronarp R. TRAINER 


He was the Director of the Foods Distribution Branch, at that time, 
for the United States Department of Agriculture. 

Mr. Naveuton. The agency which is referred to in that letter is the 
State of Illinois and not Dunbar; is it not? 

Mr. Wotre. That is right. 

Mr. Knox. Mr. Chairman, one final question: Since the origin of 
jurisdiction of the control of surplus commodities in the State of 

llinois through your office, Mr. Nickell has the agent of the USDA 
changed ? 

Mr. Nicketu. In Chicago? 

Mr. Knox. No, here. 

Mr. Nicketu. Yes. Trainer is no longer there. 

Mr. Fountarn. Did you have reference, Mr. Knox, to the change in 
the head of the Department of Agriculture ? 

Mr. Knox. No; I had reference to the agent for the USDA, whether 
that had changed since the origin ? 

Mr. Nicxett. That is here in Washington. The area supervisor 
has not changed. 

Mr. Knox. The area supervisor with whom you dealt has not 
changed ? 

Mr. Nicke.y. That is right; Mr. Beyer. 

Mr. Fountain. At this point in view of inquiries that have been 
made I would like to ask Mr. Nickell a few questions which I think 
ought to be asked at this particular point although I had planned to 
ask them later. As I mikusdend it, you and Mr. Dunbar worked in 
pretty close cooperation in your preliminary discussions in prepara- 
tion for this contract providing for the distribution of these food 
commodities in Illinois? 
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Mr. Nickey. Most of that was done with the School Lunch Divi- 
sion. I wasin on part of it but not all of it. 

Mr. Fountain. Who has charge of the School Lunch Division—Mr. 
Wolfe? 

Mr. Nicket. Yes. 

Mr. Fountain. He took care of the administrative details in con- 
nection with that? 

Mr. NicKeLu. Yes. 

Mr. Fountar1n. Now, you are familiar with the fact that the repre- 
sentative of the United States Department of Agriculture, in view 
of preliminary information indicating possible excess profits on the 
part of Dunbar & Co., called upon Dunbar & Co. to permit the Depart- 
ment to examine its books ? 

Mr. Nickey. It did. 

Mr. Fountain. You have heard it ? 

Mr. Nicxe.u. I heard that they called on him. 

Mr. Fountarn. Did a representative of the Department tell you 
about it? 

Mr. Nickxety. No. 

Mr. Fountatn. Do you know where you heard it ? 

Mr. Nicketi. Yes. Dunbar told me. 

Mr. Fountain. Now, in view of that request I’d like to ask you if 
you ever asked Mr. Dunbar to allow the Federal auditors to look at 
his books? 

Mr. NickeLL. No, sir; they never asked me to. 

Mr. Fountarn. They never asked you to? 

Mr. Nicke.L. No. 

Mr. Fountatn. Did you or did you not feel in view of the state- 
ments which were being made repeatedly in the newspapers about 
possible excess charges on the part of Dunbar & Co. and possible in- 
volvements and the implications coming from those stories, and in 
view of your responsible position as superintendent of public instruc- 
tion of the State of Illinois, that you ought to ask Mr. Dunbar to 
reveal his books ? 

Mr. Nickxeti. I think I made this observation to him, “If I had been 
in your place I would have said ‘Yes.’ ” 

fe said, “I said ‘No’ on the advice of counsel.” 

Mr. Fountarn. Mr. Nickell, as a matter of fact, I want to ask you if 
you didn’t agree with Mr. Dunbar, take his part and state that 
you felt that the “yer al auditors had no r ight to look into his books? 

Mr. Nicxett. I said under the contract that existed. 

Mr. Fountain. Under the contract ? 

Mr. Nickett. Under the contract. 

Mr. Fountain. Well, in view of the Federal-State-local relation- 
ship here don’t you think he should disclose his books ? 

Mr. Nickein. As I told you I made an observation to him, had I 
been in his place I would have said “Yes.” 

Mr. Fountain. And your statement that he was not obligated to do 
so was based upon your understanding of the terms of the contract ? 

Mr. Nicke.t. That is right. And when I came to Washington 
a few days ago to confer with them on this surv ey that they made, 
the persons who talked to me said, “He refused, but he was strictly 
within his legal rights.” 
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Mr. Fountain. Now, I would like to ask you this: Don’t you feel 
that the taxpayers of America have a right to know if Federal funds 
and commodities donated to schools and institutions are being eco- 
nomically and efficiency used ¢ 

Mr. Nicxeti. Yes; and as I said I told him I would have allowed it. 

Mr. Founra1n. Would you like for him to disclose his books / 

Mr. NicKkeuu. I have advised him of that and will again. 

Mr. Fountar1n. Will you request him to do so? 

Mr. Nickey. Yes, sir. 

Mr. Horrman. Will you also request your Congressman to use a 
little good sound judgment in voting on appropriation bills for for- 
eign aid? Don’t you think that is your sabi, even though there is no 
contract except an implied one between a voter and his Congressman ? 

Mr. Nicke.. It is my right to contact my Congressman. 

Mr. Horrman. As a taxpayer? 

Mr. NicKe.L. Yes, sir. 

Mr. Horrman, Is there any reason why Mr. Dunbar, having an 
attorney of his own—and you said he was acting on his attorney’s 
advice—should listen to you? 

Mr. Nicke.u. Well, that is up to him. He has no obligation to 
listen to me. 

Mr. Dawson. Do you know whether or not the Dunbar Co. is a 
corporation incorporated under the laws of Illinois? 

Mr. Nickey. I am not familiar with that. 

Mr. Dawson. Do you see any reason why they wouldn’t? 

Mr. Nicxetu. I don’t know enough about it to express an opinion. 

Mr. Dawson. Why would it be incorporated under the laws of 
Delaware rather than the laws of the State of Illinois? 

Mr. Nicxext. I have no knowledge or opinion. I know nothing 
about it. 

Mr. Hoxtrretp. Will the gentleman yield ? 

Mr. Dawson. I yield. 

Mr. Hourrretp. You testified that this company had been in the 
business for some 20 years, I believe, in the State of Lllinois, and 
that they only incorporated in July 1954. Do you know why they 
incorporated at that late date ? 

Mr. Nickxetu. He said he was changing from a private operation 
to a corporation because his son who had been in the service and came 
back—I don’t remember when, it was sometime in the spring, as I 
recall it now, and he said, “I’m not going to incorporate unless he 
shows interest and wants to become a party. If he does, then I am 
going to incorporate, but I have to wait to find out whether or not he 
is interested.” 

Mr. Hortzman. Mr. Chairman—— 

Mr. Fountarn. Mr. Holtzman. 

Mr. Honrzman. I am a little disturbed here, about some of the 
remarkable exhibitions of recollection and then the failure to remem- 
ber. 

Recanting for a moment, you will remember the words that Dun- 
bar came to Mr. Nickell and said, “Can I help you out?” We remem- 
bered that it was a huge undertaking and a huge project. We remem- 
bered that the office in the warehouse in Chicago had three girls. He 
remembered that a shortage dealt with ham and pork shoulders. He 
remembered the reason for incorporating at a particular time. 








q 
4 
3 
ye 











DISTRIBUTION OF SURPLUS COMMODITIES 31 






Now, Mr. Wolfe or Mr. Nickell, can we now remember one of the 
names of the other distributors or truckers who talked about getting 
this contract ? 

Mr. Nicxet.. That was close onto 3 years ago when we were mak- 
ing those inquiries. 

Mr. Hottzman. So at this moment you cannot recall the name of 
even one of those people? 

Mr. NicKkeE.u. No, sir; I cannot. 

Mr. Horrzman. Now, did either of you know Mr. Beyer or Mr. 
James before the signing of this contract ? 

Mr. Nicke.L. I don’t know that I ever met him before. I don’t 
recall. I can’t say that I did. 

Mr. Wotre. Well, I have known Beyer and James since 1947. 

Mr. Hourzman. Have you ever had occasion to do business with 
Mr. Beyer and Mr. James in connection with any Department matter ? 

Mr. Wore. Yes; because I am director of school lunch and we 
have a contract for our cash subsidy and I deal with Oscar Beyer. 
He is the regional supervisor. 

Mr. Hotrzman. And you, Mr. Nickell, don’t recall having met him ? 

Mr. Nicxeri. Well, I may have. I don’t recall specifically but I 
presume in some of his calls down there, it is his custom when he 
comes down to Springfield, to come in and say, “How do you do?” 
and he may have come in on those, I just don’t remember. 

Mr. Houtzman, I have no further questions. 

Mr. Fountain. Mr. Nickell, in my telegram of March 15 to you, 
where I stated we would be glad to have the benefit of the independent 
audit you said was being made, I also stated I thought it would be 
best to have an audit performed a the Government, or by Govern- 
ment auditors. I didn’t ask you to request Mr. Dunbar to disclose 
his books to the auditors but I did say, “If Mr. Dunbar will permit 
auditors designated by the subcommittee to examine his books we 
will be glad to postpone your appearance until the completion of the 
Government audit.” Since receiv ing that telegram, have you called 
on Mr. Dunbar asking him to dise lose his books? 

Mr. Nicxeti. No; I did not. I just assumed I had better go ahead 
with my presentation. 

Mr. Founrain. Well, we appreciate your coming. 

Now in your telegram you mention an independent C. P. A. firm, 
which is now engaged in the audit of the Dunbar & Co. books, and 
I believe you gave us some figures a few moments ago from that audit. 
What firm is auditing the books ? 

Mr. Nickens. I do not know. His legal counsel secured the firm. 
It isa Decatur firm, one of the biggest C. P. A. firms down state. And 
the attorney said that they have handled big programs before and that 
is why he wanted them. T do not know what the c ompany is, I didn’t 
ask him and he did not tell me. 

Mr. Founratn. Where did you get that information ? 

Mr. Nickxeuti. From his attorney. 

Mr. Founratn. So Mr. Dunbar employed the audit firm? 

Mr. Nickens. That is right. 

Mr. Fountain. And he is paying for their work? 

Mr. NicKELL. Yes, sir. 

Mr. Founrarn. Is this firm Dunbar & Co.’s regular auditor? 
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Mr. Nicxetn. No; they have regular C. P. A. auditors there in 
Springfield who audit regularly for them. 

Mr. Fountarn. Do you know when they started their audit? 

Mr. Nicxetit. On Monday, I believe. 

Mr. Fountain. When did Mr. Dunbar tell you that the audit was 
going to be made? 

Mr. Nicxe.t. I believe Saturday. 

Mr. Fountain. Mr. Dunbar told you that? 

Mr. Nicke.u. Yes. 

Mr. Fountain. Then, you have talked to Mr. Dunbar as well as to 
Mr. Dunbar’s counsel about this? 

Mr. Nicke.u. That is right. That is why I sent the wire. 

Mr. Founratn. Do you have any reason to believe that the audit 
which is now being made will be more accurate than one performed by 
the Department of Agriculture ? 

Mr. Nickey. I have no opinion on that. I presume when they get 
into the books, they will have the material which was refused the 
Department of Agriculture. 

Mr. Fountain. You do have confidence in the auditors used by the 
Department of Agriculture? 

Mr. Nicxetu. How’s that ? 

Mr. Fountratn. You do have confidence in the auditors used by the 
Department of Agriculture? 

Mr. Nickey. Well, all the auditors who have come down to audit 
our office, we have had no difficulty. They have been good auditors. 

Mr. Founrary. Do you know why Mr. Dunbar refuses to permit 
Federal auditors to examine his books? 

Mr. Nicxetu. No, sir. 

Mr. Founrarn. Has he ever told you why? 

Mr. Nickey. No, sir. 

Mr. Founrarn. You have had no discussions with him as to why he 
refused ? 

Mr. Nickey. No, sir. 

Mr. Fountain. What is the pleasure of the committee with respect 
to a recess ? 

I have no disposition. We can go on or we can recess. 

Mr. Ho.trte.p. I suggest we recess until 1:30, Mr. Chairman. 

Mr. Fountain. If there is no objection we will recess until 1:30. 

(Whereupon, at 12:30 p. m., the subcommittee adjourned to recon- 
vene at 1:30 p. m., the same day.) 


AFTERNOON SESSION 


Mr. Founrarn. The subcommittee will come to order. We now 
have a quorum, here. 

Let the record show that we have a quorum composed of Members 
Hoffman, Knox, Krueger, Holtzman, Holifield, and the chairman 
(Fountain). 

Just one preliminary question: Mr. Nickell, it is true that Dunbar 
& Co. does not do all the hauling. Do they have subcontractors? 

Mr. Nicketu. That is correct. 

Mr. Founrarn. Do you have any idea what portion of this con- 
tract is carried out by Dunbar & Co. through subcontractors ? 
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Mr. Nickety. I can only give you the number of counties they op- 
erate in. 

Mr. Fountain. If you will, give us that information. 

Mr. Nicxexu. A contract in southern [linois covers 14 counties. 
Then there is a contract let for Cook and Lake and another contract 
across the northern section of the State for 16 counties. The mid- 
state, I believe that is about 70 counties left out of the 102 that Dunbar 
delivers in. 

Mr. Fountain. Do you know the names of any of these subcon- 
tractors? Mr. Wolfe. 

Mr. Wotrer. Chicago is Senate Cartage. He takes in Cook County 
and Lake County. 

Mr. Fountain. What is the address of that company ? 

Mr. Wotre. I couldn’t tell you. ‘The other is Womick Cartage Co. 
and that isin Anna, Ill. Then Fangrant is the one that takes the 16 
northern counties and I don’t know what town he operates out of. 

Mr. Fountar1n. Do you have personal knowledge or information 
concerning the rate agreement between Mr. Dunbar and his subcon- 
tractors ? 

Mr. Nicketu. No. 

Mr. Fountain. Again let me say if I ask you a question which you 
cannot answer and Mr. Wolfe knows the answer, I will appreciate it 
if he will respond. 

Mr. Nickell, how many people do you have working under your su- 
perviaion in connection with food donated by the Federal Govern- 
ment ¢ 

Mr. Nickeix. That is just the distribution of foods? 

Mr. Fountain. Yes. 

Mr. Nicxetu. I will have to ask Mr. Wolfe. 

Mr. Wore. Three women and one auditor. 

Mr. Fountain. Does that constitute the total number of employees 
who are working under your supervision in connection with the ad- 
ininistration of the food-distribution program in the State of Illinois? 

Mr. Wotre. That is right. 

Mr. Founrarn. They are all of the employees ? 

Mr. Wotre. That is right. 

Mr. Fountain. What are their duties? 

Mr. Wo re. I have a secretary and then we have 2 clerk-typists and 
lauditor. The clerk-typists, when we get the signed receipts and the 
manifested deliveries we balance to our ledgers. We keep ledgers of 
receipts and distribution. Our auditor goes to Dunbar & Co. once 
a month and takes a physical inventory of his warehouses and checks 
his ledgers and signed delivery receipts against ours. 

Mr. Founrarn. What kind of record, then, do you keep in your 
State office ? 

Mr. Wotre. Records of the entire deliveries. Signed deliveries 
receipts, carload invoices, bills of lading, Government delivery orders. 

Mr. Fountain. What kind of records does Dunbar keep which you 
do not keep ? 

Mr. Wotre. His records are exactly the same outside of the fact 
that the bill for the collection of the charges are carried on by him. 
We have nothing to do with them. 

Mr. Fountatn. Do you have any information on that Mr. 
Naughton ? 
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Mr. Naventon. It is along the lines Mr. Wolfe has stated. 

Mr. Fountatn. Then to some extent there is duplication of records 
and administration ? 

Mr. Wotrer. No; 1 wouldn’t say so. 

Mr. Founratn. I realize that, as the responsible agent, of course, 
you have to keep records but you negotiated a contract with a private 
concern which, as a part of its costs of operation, they, too, have to 
keep administrative records. 

Mr. Wotre. That is right. 

Mr. Fountarn. And to a large extent, many of those records are 
similar? 

Mr. Wotre. They are similar. 

Mr. Fountain. Asa matter of fact so far as receipt and distribution 
are concerned, the records are supposed to be identical ? 

Mr. Worrr. They are. 

Mr. Fountatn. You said Dunbar keeps the same kind of records. 

How much does the State of Illinois, Mr. Nickell or Mr. Wolfe, 
spend on this food-distribution program ? 

Mr. Nicke.i. All that the State spends is a biennial appropriation 
of $40,200, to cover the office expense which he has described. 

Mr. Fountain. $40,200? 

Mr. Nicxe.u. Biennial. 

Mr. Founrarn. That is just to cover the office expenses in connec- 
tion with the administration of this program which Mr. Wolfe has 
just outlined ? 

Mr. Nickenu. That is right. The food distribution part of it. 

Mr. Fountain. Are you aware of the fact that the Department of 
Agriculture auditors estimated that all administrative cost in the 
food distribution program in the State of Illinois could be handled 
for about $23,000 a year ? 

Mr. Nicxeti. Do you mean administration of it? 

Mr. Fountarn. The entire administration in the State of Illinois. 

Mr. Nicxety. I have never seen that figure. 

Mr. Fountain. Mr. Naughton can you tell them where we got that 
figure? 

Mr. Naucuton. There is an estimate of the distribution costs that 
Dunbar should have had, according to the Department, which is a 
part of the survey that they made. Did you get a copy of that survey ? 

Mr. Nicxeti. Yes, but I haven’t had very much time to look at it, 
I — you that. 

Mr. Naveuron. This part is rather short. In effect it estimates 
personnel that would be needed to carry out the administration costs 
of the Dunbar program. Based on the number of deliveries that he 
made every year, the Department estimates that it would cost a little 
over $23,000 for administration costs. 

Mr. Fountarn. Is that the cost both to the State superintendent’s 
office and Dunbar & Co., or just Dunbar & Co. ? 

Mr. Naveuton. This would just be Dunbar & Co., but there is some 
indication that Dunbar was to undertake the total job. 

Mr. Horrman. Mr. Chairman, I would like to know upon what they 
base their statements. 

Mr. Founrartn. Can you furnish that? 
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Mr. Horrman. Did they ever deliver a pound of this freight any- 
where in the State? Did they ever operate a truckline? Do they 
know what the wages are? 

Mr. Fountarn. Mr. Hoffman, the survey indicates that the Agri- 
culture Department auditors, inasmuch as they were unable to see 
Mr. Dunbar’s books, found out what the comparative costs would be, 
what the tariff was in a similar industry. They attempted to find 
out what the cost of administration would be. They have a detailed 
criteria by which they determined what the cost of distribution of 
these commodities should be to the recipients, the cost of administra- 
tion, the costs of storage, and so forth. The facts and conclusions, 
and the basis for those conclusions, are set forth in this survey. 

Mr. Horrman. Yes, but that is nothing but hearsay unless the serv- 
ices rendered are similar. 

Of course, I hold no brief for Dunbar. I don’t know anything 
about Dunbar, but when the Department comes down and tells what 
something ought to be done for, I’d like to know the facts upon which 
they base their estimate, whether they ever operated a truckline or 
whether they knew anything about the deliveries Dunbar made. 

Mr. Fountarn. It is a matter of opinion as to whether it is hearsay. 
They did have experienced auditors. 

Mr. Horrman. Well, this is hearsay. 

Mr. Fountain. Of course it happened that such portions of this 
survey as may be hearsay are altogether because of Dunbar & Co.’s 
refusal to open its books. 

Mr. Horrman. Yes. That is all right if that is the fact. 

Mr. Fountain. And until it does open those books, we are bound 
to rely upon such audits as the Department of Agriculture has made. 

Mr. Horrman. I might just as well say I can tell you how much 
you ought to spend in your office. 

Mr. Fountain. I don’t think you would be requested to do that. 

Mr. HorrmaNn. I don’t either. I don’t think these fellows are re- 
quested or competent to tell—what a truckline ought to charge for 
doing something until and unless it appears they have knowledge of 
the cost of like services. I don’t think we should accept their figures 
unless we know what expenses the truckers have had. 

Mr. Founta1n. Well I agree with you Mr. Hoffman that we can’t 
accept these figures as final. They are purely preliminary estimates 
and suggestions and recommendation. As far as I am concerned the 
committee is going into this sufficiently and thoroughly enough to find 
out just what the situation is. 

Mr. Horrman. I have no objection but the result is this—someone 
from the Department of Agriculture goes in and makes an estimate— 
we don’t know what experience they have had, they may be absolutely 
accurate to the last fraction of a cent. I don’t say their estimate isn’t, 
I don’t know. And the statement goes out to the press that this opera- 
tion ought to be carried on for a fraction of the amount. This opera- 
tion was costing how much did you say? 

Mr. Nicxetu. It is costing us in our office just to keep the records 
$20,100 a year. 

Mr. Fountain. How much? 
Mr. Nicxetn. $20,100 per year. 
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Mr. Founrarn. $20,100 a year. Now they say the whole thing 
ought to be done—at least the first impression was that all of it ought 
to be done for $23,000. 

Mr. Navueuton. That is just Mr. Dunbar’s operations. 

Mr. Horrman. Go ahead in your own way but before the press 
comes out here with a statement that somebody made so much money, 
or that this operation that the gentleman here is carrying on is ex- 
travagant and wasteful, there ought to be something in the record, 
other than the estimate from some unknown individual in the 
Department of Agriculture. 

Mr. Fountain. Of course, Mr. Hoffman, we can get information 
from but one witness at a time and of course we can’t get the full 
story unless we can examine all the other witnesses. 

Mr. Horrman. That is right and I don’t want to be taken as being 
critical of the order in which you call the witnesses because after all 
that is up to you entirely. 

Mr. Fountain. We didn’t call this witness. He requested the op- 
portunity to be heard. 

Mr. Horrman. I know he did but the Department has furnished an 
estimate, there, and they have said that this was an excessive profit. 
Well apparently there is no law against that but morally it shouldn’t 
be in a program of this kind. Now are you to let the public be ad- 
vised—what I am getting at is this, Mr. Fountain, we have had a lot 
of criticism, especially from the Democratic Party and Democratic 
statesmen, not politicians, statesmen, that we are smearing this and 
that individual by false charges. For instance Dr. Oppenheimer. 

Mr. Hourzman. Will the gentleman yield? Are you taking our 
position now ? 

Mr. Horrman. When I do you won’t have any difficulty in real- 
izing it. 

Mr. Reuss. If the gentleman would yield I would observe this hap- 
pens to be my first participation in a committee hearing. It does 
seem to me that this one is being conducted with full regard for the 
witness’s constitutional rights and also with full regard to the ordi- 
nary decencies of the inquestorial processes. 

Mr. Horrman. There is no question about that. I am just calling 
attention to this so that the members of the press sitting here get the 
point, that here we come along with one department—and I think 
you geatlemen would advise me that they are both Republican depart- 
ments, that one department comes up with an estimate that somebody 
else is doing something that is ierntiy wrong. They say the trucker 
was making too much money. So shouldn't there be some facts on 
which to base that conclusion, sometime along the road. 

Mr. Knox. Will you yield please, Congressman ? 

Mr. Horrman. Yes. 

Mr. Kwox. I would like to establish this point in the record: The 
school year, is it 9 or 10 months? 

Mr. Nickey. Most of the downstate is 9, the city of Chicago is 10. 

Mr. Knox. But you would still have to count Mr. Wolf's office in 
operation through that 10 months’ period ? 

Mr. Nicxetu. No, sir. During the summertime we deliver to boys 
camps, Boy Scouts, welfare camps, State institutions, and welfare 
centers, 
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Mr. Knox. Do you have a civil-service law in the State of Illinois, 
for State employees? 

Mr. Nicke.u. Yes. 

Mr. Knox. Your employees—your employees, Mr. Wolfe, are under 
civil service ? 

Mr. Wotre. No; they are not. 

Mr. Knox. Is it necessary to continue their employment through 
the entire year ? 

Mr. Wotre. Yes. 

Mr. Knox. Is it so that it is necessary after the close of the school 
year that you then start to work up your program for the next year 
to have things in operation ? 

Mr. Wotre. We furnish Mr. Nickell an annual report on the entire 
operation each year. 

Mr. Knox. Would that be true also with the Dunbar Co.? I sup- 
pose it would be true of the Dunbar Co. that they have the same 
responsibilities of setting up their organization to start over at the 
end of the year. 

Mr. Wo re. Yes. 

Mr. Nicxetu. As far as the truck drivers are concerned they have 
union regulations and they have to receive so much work. It has to be 
paid for whether they work or not and that was one of the things I 
referred to this morning. 

Mr. Knox. That is all, Mr. Chairman. 

Mr. Hourrrevp. Mr. Chairman I suggest we proceed with your line 
of questioning. I think that we have relied upon estimates from de- 
partments until we can get the chance of discrediting those estimates, 
and as this estimate has undoubtedly been made upon expenses which 
they have had with other States, whether it is right or wrong is beside 
the point at this time. It would seem to me we could go ahead and 
proceed with our main line of questioning. 

Mr. Fountar1n. Thank you, Mr. Holifield. I might say we expect 
to get information in addition to that contained in the survey as to 
what the cost of these operations have been in many of the other States. 

Mr. Ho.irrevp. I assume you will have the men up here who pre- 
pare the estimate and we will get from them the background of sta- 
tistics by which they arrived at this. 

Mr. Fountarn. That is right. 

Mr. Horrman. One reason for what I was saying was that one of 
the Chicago papers already charges Mr. Nickell, here, and Mr. Dunbar, 
with stealing something like $1 million, and they wanted to know how 
they split the million dollars. 

Mr. Fountain. That is why I asked the question I did this morning, 
to give them a chance to answer. However, we can’t control what the 
press says or what the press does. 

Mr. Horrman. No, but the press gets some of that at least from your 
press release. They draw their own conclusions and you get it from 
an estimate of the Department of Agriculture which in turn got it 
because the General Accounting Office turned it up. . 

Mr. Fountain. If they got anything from that press release which 
was handed out here to the members of the committee several days 
before it was released, indicating or inferring that Mr. Nickell or 
any other official got any funds, I think it is an erroneous inference, 
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or erroneous interpretation, and I don’t think the press said or inferred 
jn their stories that they got any such impression from that release. 

Mr. Horrman. You don’t. 

Mr. Fountain. No. 

Mr. Horrman. Then let me read it to you. Maybe I can’t get the 
right conclusions and maybe I am unduly suspicious. 


I read: 


On the basis of evidence at hand— 
now where that is I don’t know, unless it is this release that was put 
out, unless it was that report from the Agriculture Department: Now 
listen : 

With more yet to come, the Nickell-Dunbar school lunch deal— 
that is a deal— 
is the biggest piece of public pilferage. 

Mr. Fountain. You are talking about what the paper stated and 
not what I say. 

Mr. Horrman. Yes; but the paper is an accurate paper here or it 
1s supposed to be. 

Mr. Hoirzman. I recall Mr. Hoffman saying some newspapers were 
not accurate in the last session. 

Mr. Horrman. I don’t remember, but if I didn’t say it you can 
Say it. 

I believe I said the news reporters are usually accurate but the 
columnists are far, far off the ball. 

Mr. Founrarn. It has been suggested that we get along with the 
questions. 

Mr. Horrman. Let me get this in the record. I don’t care to read 
it. Let it go. The stalling, “the most damaging piece of evidence 
against the pair thus far is a survey conducted by the United States 
Department of Agriculture officers who were inclined to be friendly 
toward the two downstate Republicans—“that is the first I heard they 
were Republicans. 

Mr. Nicketi. There is no law against being a Republican in Illinois. 

Mr. Founrarn. If, to a very large extent, your oflice and the Dunbar 
& Co. office, keep about the same records, whether that is advisable or 
not advisable is not a question I am attempting to answer—then there 
is substantial duplication of administrative records in your office and 
in the Dunbar & Co. office ? 

Mr. Nicke tL. There are those records, but I think it is essential 
and necessary because Dunbar has to know that he is right and he 
can’t run down to our office and check records. We are required by the 
contract to keep those records, 

Mr. Fountarn. Now of course if your office—and you said you 
didn’t want that responsibility—were to assume full responsibility 
for the distribution of these commodities, designating an agent. in 
your office to look after all of it, the trucking of it, the hiring of the 
truckers, and so forth, that would be only one set of administrative 
costs ¢ } 

Mr. Nicketi. That is right but we also have to have a State appro- 
priation for that. 

Mr. Founrarn. What was the $40,200 you mentioned a few minutes 


ago. 
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Mr. Nicke.u. That is to pay for the clerical work, the stenographic 
work in my office, that we are required to do by the contract we have 
and the records we have to keep. 

Mr. Fountarn. Is that $20,100 a part of the $40,200 you mentioned 
awhile ago. 

Mr. Nickey. That is one-half of it. That is what we spend an- 
nually ; $40,200 biennial, I said, and we spend annually, half of it. 
That is the only expense that the State has, in regard to the dis- 
tribution of these commodities, other than what comes from the 
welfare department, where they pay for the expenses of handling 
these foods when they are delivered to those State institutions. 

Mr. Fountain. Section 10 of your contract with Dunbar provides 
that the rates shall be arranged between Dunbar & Co. and the schools 
and approved by you, is that right ? 

Mr. Nicxext. I will have to check that. 

Mr, Fountrary. What is your understanding of your responsibility 
insofar as that is concerned ¢ 

Mr. Nicke.u. I think that is in there, but we didn’t give it the 
interpretation that you have given it. We felt that when we set 
these rates—otherwise, you can’t ask for bids unless you do it on 
rates—it would be impossible. If they had to go out and deal with 
all of the approximately 2,500 recipients, you would never get any- 
thing done. And so the rates were established. Then each month, 
they are sent out to the schools, when the foods are delivered, or 
after they are delivered—I don’t know which it is 

Mr, Wotre. Before. 

Mr. Nickexu. Before they are delivered. And when they have 
ordered their food. We have interpreted that to complete that 
condition. 

Mr. Fountain. When you say “we set the rates” do you mean you 
set the rates ¢ 

Mr. Nicketit. No I explained this morning how we established 
the rates. 

Mr. Fountain. The rates in effect were set by Dunbar & Co., were 
they not, and approved by you? . 

Mr. Nickey. They were discussed and arrived at after discussion, 
yes. I don’t think I was in on all of it—no I wasn’t because I didn’t 
have that much time. The Department did, and USDA regional 
office sat in while that was being discussed. 

Mr. Fountarn. Did you and Mr. Wolfe, or Mr. Wolfe arrange 
the rates with Dunbar & Co., and represent all of the schools and 
other institutions in the State in setting the rates / 

Mr. Nickeii, Yes. 

Mr. Fountain. Did you discuss the rates with any of the recipients ? 

Mr. Nickey. No. 

Mr. Fountrary. You worked out what you would consider to be a 
fair rate for them to pay. 

Mr. Nicketi, That is right. On this experimental program. As 
I reported this morning, it was something new, and it was just sort 
of feeling our way along—discovering and finding out. 

Mr. Fountain. You didn’t consider it necessary for either your 
office or a representative of your office, or someone from Dunbar & Co. 
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to discuss with recipients the rates which they were to pay for these 
commodities. 

Mr. Nicxetz. It never occurred to me. 

Mr. Fountain. It never occurred to you? 

Mr. Nickeu. I got the impression from the discussion we had with 
USDA, that that was my responsibility. I wouldn’t say they said 
that but that was the impression I got. 

Mr. Founrarn. Then they had to pay whatever rates were agreed 
upon between you and Mr. Dunbar? 

Mr. Nicxexu. Yes. 

Mr. Fountarn. And I assume that since 1952 you have approved 
the rate as provided for in the contract ? 

Mr. Nickety. Whenever a new commodity comes out that hasn’t 
been delivered before, the division and Dunbar discusses the rates 
to be established and then I think USDA is notified. If they have 
any objections they would give them to us. If not, that is what goes 
into effect unless we get some exceptions. 

Mr. Hortrzman. Have you ever disapproved a rate, since 1952? 

Mr. Nickey. We have asked them to reduce, and they have. 

Mr. Fountarn. Did you ever approach Mr. Dunbar and say “these 
are rates we feel these people can pay, or ought to pay,” or did he 
say to you or Mr. Wolf “these are the rates we have to charge you” 
and then you agreed accordingly? How did it happen? 

Mr. Nickeu. I would say it was the latter. I don’t know any- 
thing about trucking or warehousing costs or what’s involved, and 
we didn’t have time—I didn’t have time and we didn’t have the money 
to hire anyone to go out to do that sort of thing. I don’t know 
whether you experienced that in Washington or not but we have to 
operate on a very limited budget. 

Mr. Horrman. Here, we just raise our pay. 

Mr. Fountrarn. Who discussed the rate of pay with Mr. Dunbar, 
you or Mr. Wolfe? 

Mr. Nicxe.u. I think they are—were established by Mr. Wolfe. 

Mr. Founrarn. What were the negotiations that took place with 
respect to rates, Mr. Wolfe? 

Mr. Wo rr. I think that has been gone into very thoroughly this 
morning. It was all brought about by our planning our State plan of 
operation. The United States Department of Agriculture sat in on 
it, Dunbar sat in on it, an auditor sat in on it, I sat in on it, and those 
were the rates established. They were established and our contract 
was — by the United States Department of Agriculture. We 
took the best possible information that was available in the State. 

Mr. Fountain. And the decision was based upon the rates which 
Dunbar & Co. had suggested they would have to have? 

Mr. Wotrr. It was not just his suggestion, it was done by discus- 
sion, Mr. Chairman. 

Mr. Hortzman. At this point you said it was arrived at on the basis 
of the best possible information you could develop. Such as? 

Mr. Wotre. Such as what I could get in the State, and my best 
source of information was Dunbar. 

Mr. Hourzman. In other words we have come back to Dunbar on 
each occasion, is that right? 

Mr. Wo tre. As he sat in on all the discussions. 
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Mr. Houirtetp. Did you check on the rates charged by trucking 
companies per hundredweight per mile distances in arriving at these 
rates ¢ 

Mr. Wotre. No, I didn’t. 

Mr. Hotairretp. There are transportation facilities in the State of 
Illinois that are making a regular business of transporting, are there 
not ¢ 

Mr. Wotre. That is right. 

Mr. Houtriecp. They do charge hundredweight charges, and ac- 
cording to distance for the total rate, do they not ? 

Mr. Woure. They are variables all over the State. 

Mr. Houirretp. Was this contract on an annual basis or was it an 
open-end contract without limitation of time? 

Mr. Nicke.u. It has a 30-day clause in it. 

Mr. Houtrievp. Has a 30-day clause in it? 

Mr. Nixew. That is right. 

Mr. Ho.trretp. You, Mr. Nickell, said you did not have time to go 
into these details and that you had to get this program into operation. 
I believe you so testified. 

Mr. Nicket.. I said I personally didn’t have—— 

Mr. Houirieip. Yes, and after it was in operation and I understand 
it has been in operation since 1952. 

Mr. Nickeit. That is right. 

Mr. Houiristp. Did you have time to check on the rates after you 
started into operations to see if you were getting a good rate or not? 

Mr. Nickeuu. Well, I checked with the Illinois Commerce Commis- 
sion, recently. 

Mr. Houirtevp. Recently ? 

Mr. NicKe.u. Yes. 

Mr. Houtrretp. What do you mean now by recently ? 

Mr. Nickewi. Well, after we were charged with the things that they 
charged us with. I did try to find out something about warehousing 
costs, and I still don’t know a whole lot about them. 

Mr. Houirtevp. Was this within the last month? 

Mr. HorrmaAn. He didn’t finish his answer. 

Mr. Ho.trrevp. I thought you had finished. You state you still 
didn’t know. 

Mr. NicxeE... I stated I still don’t know too much about warehous- 
ing costs. 

Mr. Horirtevp. Is that the end of your sentence? 

Mr. NicKeLu. Yes. 

Mr. Houirretp. You did not answer me as to whether this was— 
when you said “recently,” did you mean this month ? 

Mr. NickeLL. Well, it has been since the first of the year, anyhow. 

Mr. Howirtetp. Now, when were you given a report of the survey 
made by the Agriculture Department, No. M5 (5) Ill.—s00? When 
were you given that survey? 

Mr. Nicxe.u. I don’t remember the date I got it here in Washington. 

Mr. Ho.trreLp. Was it recently ? 

Mr. Nickeu. It was in the month of March. 

Mr. Howirieip. In the month of March this year? 

Mr. NickeLu. Yes. 

Mr. Hotirtetp. I have before me page No. 3. I notice a number 
of schools, here, and I notice shipping weights—I will go through 











42 DISTRIBUTION OF SURPLUS COMMODITIES 


one, for instance: The Fairfield City School, 121 to 130 miles from 
the shipping point. The shipping weight was 5,112 pounds. The 
charges to have it shipped by Dunbar & Co. were $137.34. Estimated 
transportation, $52.69—now this is the estimate of what that should 
have cost, by using your ordinary rates of cartage, and a warehouse 
charge of $17.72, which gives a total cost of $71. The chart further 
shows that since they were charged $137.34, that was an overcharge 
of $66.34. Now the effective rate per hundredweight for delivered 
commodities is $2.687, or $2.68 and 7 mills, 68 cents and 7 mills. That 
is the charge. Now according to their survey, the computed cost 
of that transportation by ordinary means was $1.38 and 9 mills, which 
gave an overcharge of $1.29 on that 1 shipment, or 193 percent over- 
charge, on that 1 shipment. 

Mr. Nicketi. On the ordinary common carrier they can stop and 
pick up any shipment anywhere, but in this program they cannot 
commingle anything while they are delivering Federal food prod- 
ucts, and if they deliver 170 or 200 miles to complete their delivery, 
they have to deadhead back. 

Mr. Houtrretp. They have no haulage back? 

Mr. Nicxe.u., They could not, while they are on this program, haul 
anything else. 

Mr. Hatirrecp. Then your explanation is, because of the peculiar- 
ities of these programs, these overcharges were necessary ; is that your 
explanation ? 

Mr. Nicxexu. I wouldn’t say overcharge. I would say it costs 
more. 

Mr. Howtrrevp. But you did not consult any of the ordinary freight 
schedules when you made this contract, or in the ensuing time, until 
certain charges were made in the newspapers, is that right? 

Mr. Nicxe.u, That is right. 

Mr. Ho.trreip. Did you feel you were discharging your duties as 
superintendent of public instruction in spending the money of the 
people of the State of Illinois, by not taking more care in finding out 
whether your rates were right or not ? 

Mr. Nickey. Well as I said this morning, I am in a program that 
] don’t know a lot about. 

Mr. Hourrretp. And you depended upon Mr. Wolfe? 

Mr. NicketL. How’s that? 

Mr. Hottrietp. You depended upon Mr. Wolfe, actually, for assist- 
ance in this? 

Mr. Nickeu. Yes. 

Mr. Hourzman. Will you yield at that point ? 

Mr. Houirreip. Just a moment. 

Now Mr. Wolfe do you have any information to give to the com- 
mittee as to whether you checked on competitive rates for competitive 
transportation ? 

Mr. Wo tre. No, I did not. 

Mr. Houirretp. Do you feel you discharged your responsibility to 
the State of Illinois in a fair manner by not finding out what the 
comparative hundredweight of freight cost for regular transportation 
before you signed the contract—and I am going to ask the same 
question of the Department of Agriculture so I am not picking on 
you. 
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Mr. Wotre. That is all right, sir. 

I feel that inasmuch as the United States Department of Agricul- 
ture knew what the rates were and accepted them—surely had more 
experience than I did—I think I just discharged my duties insofar 
as the school lunch program is concerned, to the best of my ability. 

Mr. HotiFtetp. But the United States Department of Agriculture 
makes cash and food available to the States, and the States are sup- 
posed to take the responsibility for administration, for distribution 
and administration, not the Department of Agriculture. The USDA 
makes this cash grant and this commodity supply available to the 
States, and the States themselves are supposed to use due caution 
and care in the distribution of these Federal commodities. And that 
is where your responsibilities lie. I am not saying that the Depart- 
ment of Agriculture is blameless in this, but certainly the administra- 
tion of these distribution costs would fall upon the State board of 
education and its people who are working in this program. 

Mr. WotFre. Our contract with the United States Department of 
Agriculture only called for strict accountability of receipts and dis- 
tribution, and we have accounted for every pound of food that has 
been delivered since the program started. 

Mr. Houtrrerp. That is true. Your books of accountability for 
receiving this material and distributing it, as far as this committee 
knows, are in good order. There is no point at issue there. The 
point at issue is, Have you expended the matching grant money, 
which is against the Federal money, in the proper fashion? If you 
have not, then it means a burden on the distribution of these commodi- 
ties, and therefore either a lessening of the distribution or a more 
costly method of distribution than the Federal Government feels it 
should contemplate. 

Mr. Wo re. As far as I know, in the distribution program there is 
no matching requirement from the Federal Government, anyway. It 
is only in our cash subsidy program. 

Mr. Houtrteip. How do you use the cash? 

Mr. Wotre. The cash is paid to schools on an indemnity basis per 
meal, set up by requirements of accountability by the United States 
Department of Agriculture, and we reimburse them in cash for the 
meals they serve the children each month. 

Mr. Houtrretp. Now who determines which schools get these Fed- 
eral donations and how much they get ? 

Mr. Wo tre. In money ? 

Mr. Houirtevp. Yes. 

Mr. Wotre. We have an application that each school—it must be « 
recognized public or private school, high schools or under, we, again, 
in setting up our State plan of operation submitted the various forms. 
It is then approved by each superintendent in each county and it is 
then submitted to our office. We then approve them for participation 
providing they are carrying on a regular school lunch program and 
are serving balanced and nutritious meals that the Department of 
Agriculture set up the nutritional requirements for. 

Mr. Houtrievp. Then the answer to my question is that the State of 
Illinois determines, through its various political divisions and educa- 
tional areas and subdivisions, who shall get these Federal donations 
and how much they get; is that not true? 

Mr. Wotre. We determine that. 
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Mr. Houtrietp. Now, after they receive this money, they have to pay 
ae, Denber when they get the commodities with this money; do they 
not 

Mr. Wo tre. That is right. 

Mr. Hoxtrtevp. And if they are paying Mr. Dunbar an exorbitant 
price then they can buy less commodities for the schoolchildren ; is that 
not true? 

Mr. Wotre. Well, the same thing could be that they are allowed by 
law to spend the money they receive, both from the children in cash 
subsidies and in the operation of their program. That is the expendi- 
ture of food, labor, and miscellaneous expenditures. As long as they 
operate the program on a nonprofit basis, they are within the regula- 
tions. 

Mr. Hottrtetp. Nonprofit for who, Mr. Wolfe? 

Mr. Wotre. Nonprofit for the school district. 

Mr. Hottrrevp. Then it doesn’t make any difference how much profit 
accrues outside of the school district? You feel they have complied 
with their contract if the school districts make no profit out of it; is 
that your position ? 

Mr. Wotret. No; it is not my position. I am just stating what our 
regulations say. 

Mr. Hotirtevp. The schools can’t get these payments until you 
certify that they are eligible to receive them, can they ? 

Mr. Wotre. That is right. 

Mr. Ho.irimip. Now, did you get any complaints from any of these 
schools at this new arrangement? 

Mr. Wotre. We did in the first year. 

Mr. Howtrrerp. Why did you get those complaints? Were the 
charges considerably more than they had been accustomed to? 

Mr. Wore. They wanted an explanation of what the charges 
involved. 

Mr. Houirtetp. Did you know how much more they were than they 
had previously been on the average? Were they twice asmuch? Were 
they three times as much ? 

Mr. Wo re. It was handled by Lllinois Public Aid and all State 
money was used for the warehousing and handling and I don’t know 
what Illinois Public Aid spent. 

Mr. Ho.irretp. So you don’t know whether the cost to these schools 
was more than it had been under the previous operation ? 

Mr. Wotre. No; I don’t know. 

Mr. Nickxeti. When IP AC handled it all the schools had to do was 
go to wherever this food was and if they got there in time they got 
what was there. 

Mr. Ho.irretp. What is TPAC? 

Mr. Nicxetu. Illinois Public Aid Commission. During the time 
they handled it, for the 27 months they handled it, I don’t know 
what his title is but he is the executive head, now, they spent $837,- 
129.06 for warehousing and costs incident thereto. Then in addi- 
tion to that they had some of their regular people, some they reported 
to me who ranged in number from 1 to 7 per county, depending on 
the population in the county, to supervise the distribution, and for 
that reason, they couldn’t tell us what it cost, because they were on 
the regular payroll and they never kept any account of their time. 
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Mr. Ho.irtexp. In other words, they were doing work in addition 
to work they were doing on a regular job? 

Mr. Nicketu. They were taken off a regular job to do this extension 
assignment. 

Mr. Houirtevp. Can you tell us whether any of the schools explained 
to you and said that this was costing them more than it was under 
the previous operations ? 

Mr. Nicketn.. I couldn’t say they put it that way. They wanted 
to know of what the cost consisted and when it was explained what it 
covered they said “that makes it clear.” I read some letters this 
morning I think that explained that. 

Mr. Houirrmxp. I noticed by the way on those letters, on the copy 
that was handed to us, that the name “Dunbar & Co.” was at the 
bottom of the letter. Did Dunbar & Co. furnish you these excerpts ? 

Mr. Nickey. No, sir. 

Mr. Houirrmxp. They did not. 

Mr. Nicxet. No, sir. 

Mr. Houir1etp. What is the name Dunbar & Co. doing at the bottom 
of the letter ? 

Mr. Nickey. I don’t know. 

Mr. Hortrretp. You don’t know. 

Mr. Nickey. No, sir. 

Mr. Ho.irretp. Did you prepare it in your office? 

Mr. Nicketu. No, sir. I dictated that on to a stenographer last 
night and where she got Dunbar & Co. I couldn’t tell you. 

Mr. Hottrtetp. Now, let’s get back to the cost of these commodities. 
Did the additional costs under the program result in a limitation on 
the use of commodities in these schools ? 

Mr. Nicxext, My opinion there is “No,” because they keep asking for 
more al] the time. 

Mr. Houirteip. They keep asking for more what, money or com- 
modities ? 

Mr. Nicxeiy. Food. 

Mr. Ho.irretp. You are a member of Secretary Benson’s school 
lunch advisory committee are you ? 

Mr. Nickey. Yes. 

Mr. Ho.trietp. I suppose you occasionally come to Washington to 
visit the Secretary on the school lunch program ? 

Mr. Nicxeiy. Well, in general, I would say that was the objective. 

Mr. Honirtetp. Did you ever visit or advise the Secretary to extend 
this Dunbar plan of food distribution to all the other 48 States? 

Mr. Nicketu. No sir, I did not. 

Mr. Hontrtevp. If you thought it was good for Illinois, why didn’t 
you think it would be a good thing to bring up before the advisory 
committee and adopt in the rest of the States? 

Mr. Nicxetu. They make out the agenda for the meeting and we dis- 
cuss what they bring before us. 

Mr. Houirtetp. Did you ever advise the Secretary that you thought 
it would be wise to turn the administration of these programs over 
to private companies to administer ? 

Mr. Nicxe.u. Personally I have never made any recommendations 
to the Secretary of Agriculture. 

Mr. Houtrretp. Why ? 
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Mr. Nicxett. When this committee meets they discuss paper that 
are given to us and they eventually arrive at some kind of a unanimous 
opinion as to what they ought to recommend. 

Mr. Hotrrrevp. Did you think it is a good principle to delegate your 
authority—the responsibility for this distribution from public officials 
to a private company ¢ 

Mr. Nicxetyi. Do I think it is good ? 

Mr. Houtrtevp. Do you think it is a good method of procedure? 

Mr. Nicxeti. We administer the program. Heis under us. 

Mr. Hortrretp. Well you delegate the administration to him. 

Mr. Nicxetn. That is right. 

Mr. Horirretp. The chairman brought out a few minutes ago that 
there is practically a duplication of records in your office and in his. 
There must obviously be a duplication in expenses of this administra- 
tion if two outfits are administering it, the State in one instance, at 
the cost of $20,000 a year, and presumably the private company with 
an equal amount or maybe more. 

Mr. Nickey. Well, I don’t know how you can operate without 
that. 

Mr. Hortrterp. You don’t know how you can operate ? 

Mr. Nickey. No, sir. 

Mr. Horirretp. How do they operate in other States ? 

Mr. Nicxetn. As far as I have been able to find out there are not 
any two States that operate alike. 

Mr. Hortrretp. How about the difference between your program and 
that of the State of Michigan ? 

Mr. Nicxett. One of the differences is that they have districts that 
they have divided the State into. Another difference is they have 
some free warehousing, as I mentioned this morning, or almost free. 
State institutions and county warehousing institutions. Those are 
some of the differences of which I know. 

Mr. Hottrtexp. Isn’t it true that their program costs the State of 
Michigan quite a bit less than it does the State of Illinois, per lunch 
delivered to the children ? 

Mr. Nicxetu. I couldn’t say on that; I don’t have that right at my 
fingertips. Their rates are different. 

Mr. Horrrretp. You don’t know, then, that the State of Michigan is 
providing its school-lunch program on a per-unit lunch at a much 
cheaper cost than yours ? 

Mr. Horrman. The quality meal, Mr. Holifield ? 

Mr. Hottrrevp. I haven’t checked on the quality. I assume the 
cooks in Michigan are as good as they are in Illinois. 

You don’t know that. 

Mr. Nickey. I can’t answer that question. I don’t have that in- 
formation at hand. 

Mr. Hortrtevp. I understand the lunch is the same. The Depart- 
ment of Agriculture sets up standards for the lunch. 

Mr. Horrman. Does Michigan get them cheaper ? 

Mr. Houtrreitp. Much Guage. 

Mr. Horrman. How much? 

Mr. Hortrtetp. I know something about it. 

Mr. Horrman. What is the figure ? 

Mr. Ho trtexp. I have the list before me. 
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Mr. Horrman. If you have the same thing I have, it doesn’t tell you 
anything. 

r. Knox. May I be informed of what the cost is in Michigan, 
Mr. Holifield ¢ 

Mr. Houirtexp. I can’t tell you the cost. I am asking the witness 
if it is cheaper. 

Mr. NicKELL. 1 would say their delivery rates are cheaper for the 
reasons I have already given. We have no free warehousing in our 
State at all, and no free cartage. 

Mr. Houirtetp. Under your contract, was Dunbar required to report 
to you on any complaints he received ? 

Mr. Nicxetu. Yes, sir. 

Mr. Hoxrrteip. And he did report such complaints ? 

Mr. Nicke.u. Yes, sir; he has talked to us about complaints. 

Mr. Hotirtevp. That is all at this time, Mr. Chairman. 

Mr. Hottrzman. Mr. Chairman 

Mr. Fountarn. Mr. Holtzman 

Mr. Hoirzman. Mr. Wolfe, in answer to a question by Mr. Holi- 
field 

Mr. Fountain. Are you starting on something else ? 

Mr. Hottzman. No; Iam following through the thought. 

You felt you discharged your obligation to the people of the State 
of Illinois, Mr. Wolfe; is that correct / 

Mr. Wo tre. That is correct. 

Mr. Horrzman. Just a moment before that you told me that the 
“best information available” was in fact a reversion to the rates sug- 
gested by Dunbar in the first instance; isn’t that so ? 

Mr. Wore. That is right. 

Mr. Hourzman. So you feel you discharged your obligations to the 
people of the State of Illinois by relying to a great extent upon the 
recommendation for rates by Dunbar; is that correct ? 

Mr. Wore. That is right. 

Mr. Hourzman. Though Dunbar had a great deal of interest, shall 

re say, in the transaction? Is that right? 

Mr. Horrman. A great deal of what? 

Mr. Hourzman. A great deal of financial interest in the transaction. 

Mr. Wotre. Not at the time, he didn't. 

Mr. Horrzman. Well, from time to time, as rates were discussed 
did you still rely on Dunbar? 

Mr. Wotrr. We ask him what the fair rate is. When the rate is 
established we send it to the USDA. If they accept it we assume 
that that is a fair rate. 

Mr. Hotrzman. Now, I am not talking about the responsibility of 
the Department of Agriculture. I am talking about your respon- 
sibility as an official and as a citizen of the State of Illinois. 

Do you feel now that by relying on Dunbar, you’re discharging your 
obligation as a public official ? 

Mr. Wo rrr. I do to the extent that I am not a trucker and I know 
nothing about warehousing. I administer a program. Not just 
direct distribution but the entire school-lunch program covering over 
4,000 schools. 

Mr. Horitzman. Even though you did not interrogate or question 
people in the carting business ? 

Mr. Wotre. That is right. 
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Mr. Founrtatn. I will now ask Mr. Naughton to give us comparative 
figures on several of the States that have been set forth by the General 
Accounting Office in one of the audits. 

Mr. Horrman. Is this from the Agriculture Department? 

Mr. Fountrarn. The General Accounting Office. 

Mr. Navueuton. This was sent to the Agriculture Department by 
the General Accounting Office on April 27, 1954. 

Mr. Horrman. Will you give us the names of the men who made the 
estimates ? 

Mr. Naveuton. I can tell you who signed the letter, Mr. Hoffman— 
Mr. McDowell. 

Mr. Horrman. I want to know the name of the fellows to get before 
us sometime. 

Mr. Naveuton. I can get that. 

Mr. Horrman. I want the fellow who made the field investigation. 

Mr. Naveuton. I can get that for you later on. 

This letter is addressed to the Administrator of the Agricultural 
Marketing Service and the comparative figures in which we are in- 
terested show that for the State of Illinois commodities valued at 
$4,157,232 were donated in fiscal year 1953. The approximate cost 
to the recipient of the delivery of these commodities after they reached 
the State was $394,000, or 9.48 percent of the value of the commodities. 
In Michigan the value of the commodities was $2,473,160. They were 
delivered at a cost of $185,000, or 7.48 percent of the value. 

Indiana, the value of commodities, $1,013,071, delivered at a cost of 
$57,000, or 5.63 percent of the value of the commodities. 

Ohio, commodities valued at $2,945,537 were delivered at a cost of 
$192,000, or 4.87 percent of the value of the commodities. 

Mr. Horrman. Is there anything in there which shows the rate paid 
for teamsters? Is there any indication of what the rates were by the 
hour or a guaranteed weekly wage? 

Mr. Naveuton. There is not in thisdocument. I think there is some 
reference elsewhere that Mr. Dunbar may have been paying some 
standby wages to the teamsters in Illinois. 

Mr. Horrman. He was paying standby workers? 

Mr. Naventon. I am not too familiar with it, but I understand that 
they had additional charges because the teamsters’ union required them 
to hire extra drivers when they sent in drivers that were not members 
of the union or something like that. 

Mr. Knox. Let me see that, please. 

Mr. Fountarn. Mr. Nickell, prior to the completion of the Agricul- 
ture Department survey in February, did you think Dunbar’s rates 
were too high? 

Mr. Nicxety. From the best information I could get, I thought they 
were fair. 

Mr. Fountain. Do you still think they were fair? 

Mr. Nicxetu. I am trying to find out and the best information I have 
to judge it on is when we advertise again for bids. 

Mr. Fountarn. But you are not going to advertise for bids this time, 
on a competitive-bid basis? 

Mr. Nicxetu. I want you to know that I sent the rough draft of the 
proposals, the specifications and bid forms, into USDA, and informed 
a I would not utilize them until I had from them a written approval 
of them. 
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Mr. Fountain. You have been quoted in one of the newspaper re- 
ports as saying that in your opinion the Dunbar & Co. profits are not 
excessive. Is that a correct statement ? 

Mr. Nicxetu. I don’t remember that I have ever made that state- 
ment. I said in my judgment the best information I had, I thought 
they were fair. 

Mr. Hortzman. The best information you have comes from Dunbar ; 
doesn’t it ? 

Mr. Nicxexi. No; I have talked to other people. 

Mr. Hourzman. Who have you talked to Fs 

Mr. Nicxeiu. I have talked to the Commerce Commission. That 
is the best place I know to—— 

Mr. Hottzman. Did you talk to Mr. Wolfe about it ? 

Mr. Nicxett. We have talked from time to time. 

Mr. Hotrzman. And Mr. Wolfe talked to Dunbar; is that correct? 

Mr. Nicxetut. Well, I don’t know who all he talked to 

Mr. Hourzman. You just heard him testify that his best information 
was Dunbar? 

Didn’t you hear him so testify ? 

Mr. Nicke.u. We have tried to estimate about what we thought it 
would cost. Now, one of the things that I did when I found out we had 
transported 43 million pounds, I figured if it cost only $1 a hundred, 
that would be $430,000, and I knew that wouldn’t cover the transporta- 
tion costs, the warehousing costs, the administrative costs. Now, I 
don’t know what percent of profit—l have no way of knowing what 
percent of profit he made, but I asked him on several occasions and he 
said, “Well, my profit is only a fair profit.” At one time, he said he 
thought it was between 10 and 11 percent. 

Mr. Hortzman. And when he said that, did you accept it as the 
gospel truth? 

Mr. Nicxetn, Well, I accepted his word. I have always found him 
in my dealings with him, to be an honest man. 

Mr. Hortzman. But you made no attempt to find out whether 10 
percent or 12 percent was a fair profit, did you ? 

Mr. Nicxeu. I do know in the trucking business, it is quite a gamble. 

Mr. Houtrzman. Did you make an attempt to find out if the figures 
he quoted you, represented a fair profit ? 

Did you personally make such an effort ? 

Mr. Nickeu. No, sir. 

Mr. Hottzman. So, again, you took Mr. Dunbar’s word. You took 
his word as to rates, you took his word as to what represented a fair 
profit, in addition to everything else. 

Mr. Nicketi. We didn’t take his word—those rates were arrived at 
in discussions. Now, I don’t know what his original plan was, what 
he had in mind when he started, but the rates finally arrived at were 
rates that came about as a result of the discussions. 

Mr. Hottzman. Were these discussions ever reduced to writing? 

Mr. Nicke.u. No. 

Mr. Hottzman. Do you have any instance in writing that you can 
show this committee where you disapproved a rate or suggested that 
a rate be lowered ? 

Mr. Nicxetu. No, I would call him up and bring them in and talk 
to him, 
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Mr. Hourzman. But you have no such evidence here at all 

Mr. Nicxetn. No, only this, that whenever we got any complaint or 
the rate they thought was high—and those complaints usually came 
tous from the USDA—we got busy, studied the situation and he agreed 
to an adjustment. Then they were sent back to USDA. 

Mr. Hotrzman. No further questions. 

Mr. Fountain. In connection with this, Mr. Nickell—this may be 
somewhat repetitious, but so that we can tie it down and get a definite 
understanding, I want to ask you this question : Isn’t it a fair statement, 
based on your testimony and the testimony of Mr. Wolfe, that the 
scope, and the requirements and operating details of the distribution 
of the school-lunch program were largely and substantially outlined 
and suggested by Mr. Dunbar? 

Mr. Nickeu. No, sir, 1 wouldn’t say that. I would say they were 
arrived at through consultation, discussion, and debate. 

Mr. Fountain. The rates were suggested by Dunbar, were they not ! 

Mr. — Lu. The rates were discussed and they were arrived at in 
the same way that we arrived at the contract agreement—the State 
plan of distribution, the United States contract, and the contract I 
have in front of me. 

Mr. Fountar. Is it true that these suggestions that were made by 
Dunbar as to rates, were accepted by you with little or no exceptions? 

Mr. Nicxeri. How is that ? 

Mr. Founrarn. I want to ask you if the rates that were sug- 
gested by Dunbar were not accepted by you with little or no exception ? 

Mr. Nicxeni. The original rates were established, as I have 
explained. 

Mrs. Grirrirns. Mr. Chairman, may I ask some questions? 

Mr. Fountarn. Go ahead. 

Mrs. Grirrirus. I would like to know from one of you how the 
or — contract was set up. Were you going to renegotiate the con- 
tract at the end of 30 or 60 days, or 6 ‘months or something ? 

Mr. Nicxe.u. There is no provision of that sort. 

Mrs. GrirFirus. But you did have a provision that you could 
terminate the contract at the end of 30 days; is that right? 

Mr. NickreLu. Most contracts carry a 30-day clause. 

Mrs. Grirrirus. When you started dealing with Mr. Dunbar, how 
many trucks did he then have? 

Mr. Nicketit. How many what? 

Mrs. GrirFirus. Trucks. 

Mr. Nicke.u, I do not know. 

Mrs. GrirFirHs. Do you know, Mr. Wolfe? 

Mr. Wotre. No, I don’t. 

Mrs. Grirrirus. Did you ever ask him? 

Mr. Woure. All we know is that now in his statement—and he 
made a statement to the press, incidentally, in Springfield, that 100 
trucks are used in the distribution of foods in Illinois. 

Mrs. Grirrirus. Are all of these trucks refrigerated ? 

Mr. Wo re. No, all of them don’t have to be, but a good many of 
them are. 

Mrs. Grirritus. How many of them are? 

Mr. Wotre. I wouldn’t be able to guess. 

Mrs. Grirrirus. Did he have refrigerated trucks before he started 
this contract? 
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Mr. Wotre. Yes, he did. 

Mrs. GrirrirHs. How many did he have before he had the contract ¢ 

Mr. Wo tre. I wouldn’t know. 

Mrs. GrirFirus. Do you have any idea how many refrigerated 
trucks he has bought since he started the contract ? 

Mr. Wotre. No. 

Mrs. GrirFirHs. How much do they carry? 

Mr. WotFe. They are from pick-up trucks up to trucks that hold 
30,000 pounds. 

Mrs. Grirritus. How much does a 30,000-pound refrigerated truck 
cost ? 

Mr. Wotre. I wouldn’t know. 

Mrs. Grirrirus. Have you ever made any attempt to find out? 

Mr. Wotre. No, I am not in the trucking business. 

Mrs. Grirrirus. You are in the negotiating business. How many 
contracts have you negotiated ? 

Mr. Wotre. That is the only one I have ever negotiated. 

Mrs. Grirrirus. This is the only contract for anything, for the 
purchase of supplies, that you have ever negotiated, at all? 

Mr. Wotre. That is right. 

Mrs. Grirrirus. When you decided it was possible, that this price 
was too high, did you ask Mr. Dunbar to produce his cost figures? 

Mr. Wotrr. No. 

Mrs. Grirrirus. Did it ever occur to you that he might have bought 
all refrigerated trucks from the profit of 1 month’s business? 

Mr. Wotre. No, it did not. 

Mrs. Grirrirus. Did it ever occur to you that he might have paid 
for all the refrigerated trucks and that if he had done so, it was time 
to lower the price of the contract by the price of the trucks? 

Mr. Wotre. All I was interested in was administrating and account- 
ing for my portion of the distribution of foods. It is a private enter- 
prise, and I felt I had no right to ask Dunbar what he pays for trucks. 
It is up to him and his operating business. It is not mine. I work 
for a State agency and I get paid a salary to administer the program. 

Mrs. Grirrirus. But you had never asked anybody else for a bid 
to this contract. 

Mr. Wotre. That wouldn’t be my part. That would be up to the 
superintendent. He would sign it. I don’t sign the contracts. 

Mrs. Grirrirns. Did anybody in Cook County, any institution in 
Cook County ever withdraw from this program as a result of the 
increased rates? 

Mr. Worre. They never withdrew and they never complained about 
the rates. 

Mr. Horrman. Did any member of this committee, any member of 
the Agriculture Department, or any member of the staff of the com- 


mittee ever suggest to you where you could get cheaper transportation 
commodities ? 


Mr. Wotre. No, sir. 

Mr. Horrman. Not up to date? 

Mr. Wo re. No, sir. 

Mr. Horrman. Not even after these charges in the paper? 
Mr. Wotre. No, sir. 
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Mr. Horrman. Any of the Chicago newspapers, did they ever offer 
to transport the food for less or point out any sources where you could 
get it for less? 

Mr. Wo re. No, sir. 

Mr. Horrman. None of them, at all ? 

Mr. Wore. No. 

Mr. Horrman. So you are still ignorant about where you could 
get cheaper transportation for the school lunch? 

Mr. Wo re. That is right. 

Mr. Horrman. So that they could get more to eat on the money 
that is provided by the Federal Government? 

Mr. Fountain. During the course of this contract since 1952 with 
Dunbar & Co., you have made no effort to contact any other trucking 
concerns to see if you could get it cheaper ? 

Mr. Nickxetw. That is right, but we have talked to other States about 
their rates and the conditions under which they operate are so far 
different from ours that it is next to impossible to compare. 

Mr. Fountain. Because of that fact, Mr. Nickell, because they are 
so different, don’t you feel that you should have made some investiga- 
tion within your own State to determine whether or not these com- 
modities might have been distributed by another trucking concern 
on @ more reasonable basis? 

Mr. Nicxeiti. That might have been a good procedure. 

Mr. Fountarn. But you made no attempt to do that? 

Mr. Nicke.t. No, I didn’t think of it, and I never knew there were 
any complaints about rates. 

Now, there has been mention here today that a General Accounting 
Office surveyor audit that they made shows certain things. We got 
no word of that. As late as October 8, I read a letter we got from 
the USDA office telling us it was a good program, with no exceptions. 
That is in the part that I read this morning. 

Mr. Founratn. Did you wait for complaints before you made an 
effort to determine whether the rates established back in 1952 were 
fair rates? 

Mr. Nicxeti. Well, the rates have been reduced since that time. 

Mr. Founrarn. Well, they have been insignificant reductions, 
haven’t they? 

Mr. Nicxe. I can’t give you the percentage. I don’t have them at 
my fingertips, but some have gone down from 5 to 4, or 34%. That 
is the size of the reduction. 

Mr. Founratn. You do know that survey was made by the Depart- 
ment of Agriculture through their auditors in which they used 94 
shipments as an example. It was made after your last reduction took 
place and based upon the present rates ? 

Mr. Nicxeni. There were some reductions made in January, and 
they weren’t considered, there. 

Mr. Founrarn. They were not considered in that report ? 

Mr. Nickey. That is right. 

Mr. Fountain. Now, I understood from both you and Mr. Wolfe 
that when this contract was negotiated and when the rates were set, 
that the rates which were agreed upon were approved by the repre- 
sentative of the Department of Agriculture, by you, by Mr. Wolfe, 
and also by Dunbar & Co. 

Mr. Nickeiy. That is right. 





DISTRIBUTION OF SURPLUS COMMODITIES 53 


Mr. Fountat1n. So that if the facts should reveal that the charges 
which have been made by Dunbar & Co. are excessive, the responsi- 
bility is on your shoulders and on the shoulders of the Department of 
Agriculture ? 

Mr. Nicxetu. I presume that would be correct. 

Mr. Horrman. You state the responsibility. Just what do you 
mean by that ? 

Mr. Fountarn. For the approval of those rates. 

Mr. Horrman. That is in letting Dunbar get what is charged to be 
too high a figure ? 

Mr. Fountarn. That is right. 

Mr. Horrman. Could I ask him one question right there? 

You were asked and so was Mr. Wolfe by Mr. Holifield, as I recall. 
whether you felt that you had discharged your duties to the taxpayers 
of Illinois by failing to get a cheaper rate. I want to ask you: Do you 
feel that any Congressman has failed to discharge his responsibility 
when he voted for appropriations amounting to billions of dollars for 
foreign aid without knowing where the money was to come from or 
for what it would be spent but relying solely on the advice, we will say, 
of Mr. Stassen or Mr. Dulles? 

Mr. Fountain. Mr. Hoffman, I think that is irrelevant and im- 
material and insignificant in this particular hearing. 

Mr. Horrman. Maybe so, but I don’t know what you mean by insig- 
nificant, but you have intimated by your question that these gentlemen 
did not discharge their duties as State officials. 

I wondered if you would apply the same test to Congressmen voting 
for appropriations, where we come out. If we are to take a hindsight 
at it, that is onething. I don’t know whether Dunbar made too much 
or whether he didn’t. Iseither Mr. Nickell or Mr. Wolfe to be charged 
with a greater degree of responsibility than you or I? 

Mr. Fountain. That is what we are trying to find out. 

Mr. Horrman. But I do say this, if he made too much and if these 
gentlemen discharged their duties, then the Congressmen themselves 
must have been mistaken—not discharged their full responsibility to 
the taxpayers of the country in letting this kind of an opportunity 
for a loss slip through, if this charge is true. 

Mr. Fountain. Mr. Nickell, do you want to answer his question ? 

Mr. Nicke.u. I have my own personal opinion on some of the appro- 
priations for foreign service. 

Mr. Horrman. It might be helpful to us if you would give them to 
us. The same rule should apply to Congressmen as to State officials 
with reference to diligence, knowledge, and responsibility. 

Mr. Founrarn. I want to ask you this: Did a representative of the 
Department of Agriculture ever discuss Dunbar’s rates with you, with 
the suggestion that they were too high ? 

Mr. Nicketu. It has been done chiefly by correspondence. 

{very time they would say, “Your rate on canned beef and gravy,” 
for example, “is too high,” we take it up and get a reduction. 

Mr. Founrar. When was the first time they brought it to your 
attention ? 

Mr. Nickxeu. I believe they began talking about rates in January 
1953. 

Mr. Founrary. How many times would you say they have con- 
tacted you since then about rates being too high ? 
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Mr. Nicxe.u. I would have to go back to the records. 

Mr. Fountain. Approximately. I know you can’t be completely 
accurate. 

Mr. Nicxetu. All I can say is, every time it was done, we took hold 
of it and got some reductions. 

Mr. Fountain. But the Department has never requested that you 
cancel the contract ? 

Mr. Nickey. No, sir. 

Mr. Fountain. Now, I understand that prior to the most recent 
survey, the Department of Agriculture made three audits of the 
Illinois school lunch program. Were any of these audits critical in 
any way of either you or Dunbar & Co.? 

Mr. Wotre. No. 

Mr. Fountain. They were not ? 

Mr. Wotre. Not critical. 

Mr. Fountain. Did you study those audits ! 

Mr. Wotre. Yes. 

Mr. Fountain. In your opinion, they were not critical ¢ 

Mr. Wotre. That is right. 

Mr. Nicke.u. If they found exceptions, they numbered them. Then 
we took them up, and replied how they would be disposed of. If no 
reply came back, we assumed that it was approved. 

Mr. Fountat1n. Prior to the last 2 or 3 months, did any one from 
the Department of Agriculture give you any reason to suspect that 
they were other than completely happy with the Dunbar contract? 

Mr. Nickey. No. 

Mr. Fountain. Mr. Hoffman asked you a few moments ago a ques- 
tion dealing with your responsibility to the taxpayers of Illinois. I 
would like to ask you if, as the administrator of this program, you do 
not also feel a responsibility to the taxpayers of America? 

Mr. Nicxe.. I try to be the best kind of an American citizen that 
I know how to be. 

Mr. Fountain. Has the Department of Agriculture examined your 
books ¢ 

Mr. Nicxeiti. They have come in there for administrative audit, 
yes, sir. 

Mr. Founrarn. What kind of administrative audit ? 

Mr. Wo rr. Receipts and distributions. We are audited twice a 
year and administrative review twice a year. 

Mr. Hourzman. They are not concerned at the time of an admin- 
istrative audit of that kind, with rates and so on, are they ? 

Mr. Wotre. No. 

Mr. Horrzman. Not at all concerned about rates when they audit 
your books in an administrative fashion; is that correct ? 

Mr. Wore. I assume they weren’t. They never indicated such. 

Mr. Hourrzman. They would have no way of determining anything 
concerning the rates in an audit of your books; is that correct? 

Mr. Worrr. That is right. 

Mr. Hourzman. Except the rate, itself, that is all they would see; 
isn’t that so? 

Mr. Wotre. That is right. 

Mr. Nicxet. In the area office, they have on file all of the rates and 
the adjustments. 
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Mr. Hotrzman. Following up the thought, then, the letter of Octo- 
ber 8, which is part and ambal of your statement here addressed to 
you, Mr. Nickel , a copy of which was so kindly sent by Mr. Beyer 
to Mr. Wolfe, doesn’t mean a blessed thing so far as the rate set up, 
or the economy or efficiency of the operation is concerned; is that 
correct ? 

Mr. Nicketu. No, sir; I wouldn’t say that, because we have had 
letters from him after reviews, where they did mention rates. 

Mr. Hourzman. But this particular letter would not bear in any 
way on the economy or the efficiency of the program ? 

Mr. Nicxerx. Others did, and I assumed if they had any exceptions 
they would have taken them. 

Mr. Hourzman. Let’s try once more. But this letter would not 
bear at all upon the economy or the efficiency of the program; is that 
correct 

Mr. Nickey... I would say with our experience in the past that it 
would have the same right to deal with the exceptions they have taken 
in the past if they felt they were there and since they weren’t there, 
we assumed they had none. 

Mr. Hourzman. This letter relates to an audit which dealt with your 
delivery of the foodstuffs only ; isn’t that so? 

Mr. Nickxett. The other audits did, too. 

Mr. Horrzman. I am talking about this one, Mr. Nickell. It re- 
lates only to the manner of distribution, not as to whether the oper- 
ations were economical, efficient, or done with a moral sense—all it 
relates to is whether the stuff that was given to you was, in turn, 
delivered. Isn’t that so? 

Mr. Nicxety. I would have to judge that on the basis of other 
letters that were received after other similar audits, which at times 
did contain that, and since this didn’t contain it, we assumed they 
took no exception. 

Mr. Hourzman. Now, this audit was an administrative audit; was 
it not ? 

Mr. Nickey. The same as previous audits. 

Mr. Horrzman. It is the only type of audit you get; isn’t that so? 

Mr. Nickey. They are administrative audits, but they take excep- 
tions in there tor ates, at times. 

Mr. Hotrzman. But even with the exceptions, it remains an admin- 
istrative audit; isn’t that so? 

Mr. Nicxeu. Yes. 

Mr. Horrzman. So that in no way would it reflect an inordinate 
rate, or an excessive rate, or a fair rate, would it ? 

Mr. Nicxe.u. In some of the reports, they have written to us in the 
past, they did. 

Mr. Hourzman. But you did not attach those others to your state- 
ment; is that so? 

Mr. Nicxe.u. This was the last one I had. 

Mr. Hotrzman. Do you have the others that deal with the rates? 
Do you have them with you ? 

Mr. Naveuron. Mr. Holtzman, with reference to those audits, they 
do look into distribution and condition of the commodities, and they 
do sometimes mention the cost of distribution, but they do not go into 
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Dunbar’s books. To my knowledge, the Department has never looked 
at Dunbar’s books. 

Mr. Horrman. But the letter itself, if I may interrupt, says in the 
very first paragraph, “an audit of the direct-distribution-program 
operation in your State, covering the period, has been completed and 
assigned a number.” 

The letter itself tells what it is. 

Mr. Horrzman. But Mr. Wolfe testified this is an administrative 
audit only, and does not go into the fixing of the rate in any fashion. 

Mr. Horrman. Of course it doesn’t fix the rate or comment about 
that but it is an audit of the whole program and it so states, regard- 
less of what Mr. Wolfe stated. , 

Mr. Hourzman. We would like to find out here, Mr. Chairman, if 
the Department of Agriculture has in any way said, directly or other- 
wise, that these rates were fair, and I don’t think that we can find 
such a statement. 

Mr. Founrarn. They say the rates are excessive. 

Mr. Horrzman. That is right. 

Mr. Founrarn. And they say the only reason they cannot get the 
exact figures is because they have not been able to see Mr. Dunbar’s 
books, whereby they could determine the extent to which these rates 
are excessive and the extent, if any, of excessive profits. 

Mr. Horrzman. Could you develop those letters for us so we won’t 
hold up this meeting ¢ 

Mr. Founvrarn. Will you send those to us, Mr. Wolfe, so that we can 
make it a part of the record ? 

Mr. Hotrzman. Any comment from the Department with regard 
tothe rates? Either as to the adequacy or a complaint about the rates? 

Mr. Nicketn. We have had such complaints and when we have, we 
have gotten him to adjust them. 

(The letters and documents requested appear in the appendix as 
exhibits 3A, 4A, 6A—18A, and 20A—30A, pp. 378-399.) 

Mr. Houirrevp. Mr. Wolfe, I have been studying the USDA sur- 
vey, part VI. 

I note that the transportation rate used in this survey is a com- 
parative rate from quotations in the Central Motor Freight Tariff 
218-BMF-ICC, No. 178, which is applicable to interstate commerce, 
motor common carriers, but which rates are applicable in intrastate 
transportation as indicated in motortruck tariffs 2, 3, and 4. 

Were you aware that there was such a schedule of rates in the State 
of Illinois? 

Mr. Wotre. No, sir. 

Mr. Houtrrevp. My second question is not in point. If you didn’t 
know there was such a thing, naturally you couldn’t use it to measure 
Mr. Dunbar’s rates by. 

Now, I notice something quite interesting in this survey, here, on 
schedule D, pages 1-16. It shows that the shipment of some items, 
here—about 10 different items. The first two are shipments to the 
Springfield public schools. The first shipment is a shipment of 132 
cases of butter. The charges to the recipients—and this is within a 
20-mile area of Springfield—is $190.08, by Dunbar & Co. for that 
particular shipment. After computing the usual rate that I have just 
referred to, there, and a certain amount for administrative expense 
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and warehousing, the Department comes up with an estimate that it 
should have cost $54.82 instead of $190. 

That is more than three times as much as it should have cost. 

Now, here is another shipment of beef and gravy. Two hundred 
cases of beef and gravy to the same public schools in Springfield. 
A charge of $270 was made, and after computing all the costs that 
would go into it, including administrative cost, they compute that 
the charge should have been $55 in place of $270. That is, roughly 
speaking, five times as much. Five hundred percent of what it 
should be. 

Now, wouldn’t you say that would make that gravy a little bit 
expensive ¢ 

Mr. Wo rer. I haven’t had a chance to study that survey, but you 
will have to keep in mind a 20-mile distance pays the same rate as 
the rate for 170 miles away. 

Mr. Howirietp. The Ringold School is between 151 and 160 miles 
away, and on this particular item—it seems to be a small shipment— 
there was a $5.16 charge. The comparative charge is $4.34. 

The charge was $5.16 and the computed cost was $4.34. Now, that 
is 160 miles distance. 

Here is one right above it that is between 141 and 150 miles. A 
charge was made of $60.11 for a shipment to the Washington school, 
when the total cost should have been $32.14, or 187 percent of what 
it should have been. 

And so it seems of these 51 shipments to schools that range all the 
way from the point of delivery by the Federal Government to as far 
away as 170 miles that the rate of charge was from 144 percent up 
to—well, I see 228 percent in one instance here, which seems to be 
one of the highest charges, and there may be more. 

I haven’t looked through all the sheets. 

But this indicates there is something drastically wrong with your 
contract when you can take item after item there, to 51 different 
schools, and find practically the same story told in all of them. 

Mr. Horrman. Have you any idea why they didn’t hire some other 
concern to take this lunch stuff to the schools? 

Mr. Houtrtetp. I don’t know. 

Mr. Horrman. Maybe it is because they wanted it there when the 
children were there. 

Mr. Houirrevp. I assume they were solving that before Mr. Dunbar 
had the contract by having their own school trucks pick this up at 
central points ? 

Mr. Nickey. It didn’t work too well. 

Mr. Horrman. They got complaints from the schools. Now, ap- 
parently the schools and the students are all satisfied, but the Agricul- 
ture Department and the GAO think it costs too much, but they have 
no substitute to offer. I hope they can, because as you say, it will give 
the students more meals. : 

Mr. Founrarn. Mr. Nickel and Mr. Wolfe, referring back to the 
telegram which you received from Dunbar & Co., I imagine that is 
the reason Dunbar & Co. is down at the bottom of this 

Mr. Nickey. It was not a telegram. 

Mr. Fountain. Well, anyway, information which he gave you was— 


total revenue received by Dunbar & Co. during the period for this service, 
$1,288,000 over a period of 27 months. This includes $8,348.90 which was for 
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service rendered for welfare and relief hauling. The net profit from this 
operation during the 27 months, after payment of Federal income taxes, amounted 
to approximately $168, 000, or 13 percent of income from the operation. 

Well, now, if that is after the payment of Federal income taxes, he 
must have had a pretty big gross peo from his operations, according 
to his own figures, don’t you think? 

Mr. Nicke.u. It would be a big sum of money. 

Mr. Fountarn. He would have to have a big sum of money to be 
able to have a net of $168,000 after paying the Federal Government. 

Mr. Nickey. And I don’t know what would be considered a fair 
return. 

Mr. Fountatn. You don’t? 

Mr. Nickey. No. 

Mr. Fountain. But in the future you do expect to make an investi- 
gation to determine what is a fair return? 

Mr. Nickenu. Yes. 

Mr. Knox. Mr. Nickell, I should like to establish this: In your 
negotiation of the contract with Dunbar, did Dunbar ever justify rates 
to your satisfaction, on a percentage cost of warehousing, refrigera- 
tion, and transportation ? 

Mr. Nicke.u. Yes, sir; I would say that he did. 

Mr. Knox. That was a breakdown, showing the percentage cost for 
warehousing, the percentage cost for refrigeration, and the remainder 
in transportation ? 

Mr. Nicke.u. Yes, sir. 

Mr. Knox. And that was to your satisfaction ? 

Mr. Nicketz. I thought it sounded fair to me. 

Mr. Hourzman. On that point, Mr, Chairman 

You just told us, Mr. Nickell, that you didn’t know what a fair 
return in the tr — business would be, didn’t you? 

Mr. Nicxen. I don’t know what a fair return would be in the 
trucking business, but I said the breakdown that he discussed with us 
sounded fair. 

Mr. Houtzman. But you didn’t compare it in any fashion with 
anybody else, did you ? 

Mr. Nicketn. No, sir; I didn’t. 

Mr. Hourzman. And you tell us you don’t know what a fair return 
is, and yet you compare it. 

On what basis did you form an opinion, then, as to whether or not 
he justified it? That was the question put to you by my colleague. 

Mr. Nicxet.. I did that by what I would call judgment. It sounded 
fair. 

Mr. Knox. Now, I would like to pursue this further. Mr. Nickell, 
! assume—possibly I am wrong—but I presume the contract was let 
on established rates where it did not involve certain food products 
that needed refrigeration. Let me explain it this way: 

We have a thousand pounds of ground beef. Do you have refrig- 
eration costs set up in the contract as to how much Mr. Dunbar would 
receive for the refrigeration of that beef at 2 cents a pound or whatever 
it happened to be? 

Mr. Nickxei.. It is a unit cost that is set up. I don’t know whether 
it is by the pound or the case or what. 

Mr. Wo rrr. It is by the pound. 
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Mr. Nicke.u. That is for receiving, in and out charges, warehous- 
ing, and delivery. 

‘Mr. Knox. It is an overall cost and it is not broken down and paid 
on the exact amount of refrigeration and the exact amount of ware- 
housing. 

Mr. Nicxetu. No; because when he gets the commodities, he doesn’t 
know whether they will be there 1 month or 5 months or 6 months. 

Mr. Knox. They would have to pay on a monthly basis for ware- 
housing and refrigeration ? 

Mr. Nicxetu. He has to pay, but whether it is there 1 month or 5 
months, it costs the recipient the same amount. There is nothing 
added if it stays in there 5 months. They still get it for the same 
rate they would if it was there for 1 month. 

Mr. Horrman. Or 1 day? 

Mr. Nicke.u. Or 1 day. 

Mr. Knox. That is all. 

Mr. Hortrrevp. I feel, Mr. Chairman, on that point, the point of 
refrigeration, I note that on this same list that I read indies the 
dried beans, which require no refrigeration, a shipment of 20 bags, 
there was a charge of $55 and the total computed charge was $11.29, 
and of that, $5 is transportation. So it is a charge of $55 as against 
$11.29 of computed transportation and warehousing, so it doesn’t 
seem to make any difference whether it was materials not receiving 
refrigeration or materials receiving refrigeration. Apparently, it is 
an overall unit charge of some kind per hundredweight, I would 
assume. 


Mr. Knox. That was the information I had from Mr. Nickell, that 
it was a unit charge rather than a breakdown charge, for refrigera- 
tion, warehousing, and transportation. 

Mr. Fountain. There is a portion of the report which we read into 
the record this morning, from Mr. McConnell, the Assistant Secre- 
tary, with respect to profits, which says: 


The Department has no objection whatsoever to the State’s use of commercial 
companies in carrying out this distribution. This, of course, presupposes that 
companies performing these services for the State realize a normal profit from 
their operations. There are a number of States which employ commercial truck- 
ing firms and commercial storage facilities. There are some States where the 
contract with commercial companies also provides for certain administrative 
functions over and above regular trucking and warehousing operations. As long 
as any of these types of operations of the program have been consistent with 
our requirements, that the program be operated on a nonprofit basis, we have 
raised no objection to these methods. 

That is a portion of the statement of Mr. McConnell. 

Mr. Horrman. Who wrote the letter? 

Mr. Naveuron. J. A. McConnell, Acting Secretary of Agriculture. 

Mr. Founrarn. I want to know if these figures are correct. In the 
report of survey they note from September 1953 to January 1954, 
the following reductions : Beans, dried, bag, 100 pounds, charged to 
recipient per unit, $2.75; reduced from $ 4, September 1953. 

Beef f and gravy, case of 24 30-ounce cans, charged to recipient per 
unit, $1.35 , reduc ed from $1.80, Janu: ary 1954. 

Butter, bulk, $2.88 to recipient, reduced from $3.52, September 1953. 

Butter, print, case, 32 1-pound prints, $1.44, reduced from $1. 76, 
September 1953. 
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Dried milk, case, 6 414-pound packages, $0.81, reduced from $1.08. 
January 1954. 

Dried milk, 12, 414-pound packages, reduced from $2.16 to $1.62, 
January 1954. 

Dried fruit, 25 pounds, reduced from $1 to $0.88 in January 1954. 

Now, what other reductions have been made other than those noted 
here ? 

You said there were some since they made that survey. 

Mr. NickeL.L. January 27, butter reduced from 41% to 4. 

Mr. Fountain. 414 what ? 

Mr. Nickeuui. 414 cents a pound to4. Dried beans from 234 to 21%. 

Mr. Fountain. What prompted those reductions ? 

Mr. Nicke.t. We just thought there ought to be a reduction, there. 

Mr. Fountatn. Did somebody complain about it? 

Mr. Nickey. Not that I recall. 

Mr. Founrarn. You called upon him to reduce them ? 

Mr. Nicxeiu. Yes. 

Mr. Fountrarn. Has he always complied with your requests to re- 
duce things when you want him to? 

Mr. Nicke.tui. Sometimes it takes a lot of argument. 

Mr. Founrarn. But you have gotten all the reductions you have 
requested ¢ 

Mr. Nickxe. Yes, sir. 

Mr. Hortrzman. You were aware of these reductions as they were 
taking place, were you not? These various reductions the chairman 
just read into the record? You were aware of the reductions, were 
you not? 

Mr. Nicke.u. We had them made; yes, sir. 

Mr. Hoxirzman. Didn’t you then become mindful of the fact that 
Dunbar might be charging an inordinate rate and that you should 
consult with somebody, at that time? 

When you saw a reduction of as much as 25 percent and 30 percent? 

Mr. Nicxe.u. One of the reasons why he could consent to those re- 
ductions is that the volume was increasing and in the trucking busi- 
ness, volume is a big item. 

Mr. Hourzman. Did the volume increase at that point in 1954, 
January of 1954? 

Mr. Nicke.u. We were basing our estimates on what it had been up 
until that time, and that they were greater. Much greater. We had 
in the fall of 1953—you have to go back and look at the past to judge 
what you are doing—it was considerably greater than it had been 
at any time. 

Mr. Hourzman. Did they offer to reduce or did you have to take 
this up with them ? 

Mr. Nicks... We took it up with them. 

Mr. Hourzman. Did you think their failure to make such an offer 
in view of the increase in volume necessitated some looking into Dun- 
bar at that time? 

Mr. Nickxe.u. Well, I have never had too many businessmen come 
and offer to reduce anything. You have to argue with them. 

Mr. Houtzman. Well, now you were dealing with the school-lunch 
program; isn’t that so? 

Mr. Nickey. That is right. 
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Mr. Hotrzman. You wanted just a little more honesty in connection 
with that type of program than you would in the ordinary business 
transaction ? 

Mr. Nickxe.u. As I told them when we started, and maintained all 
the way through, this was one thing I was interested in. I wanted 
first-class service, I wanted the food delivered in A-1 condition at 
the lowest possible price. 

Mr. Horrzman. It didn’t cause you to reflect at all, the change in 
the rate, the voluntary reduction in rate? 

Mr. Nickey. It wasn’t voluntary. I said we had to debate with 
them, considerably, to get them down. 

Mr. Hourzman. The reduction after debate didn’t cause you to 
think at all that Dunbar might be charging an inordinate rate in the 
first place? 

Mr. Nicxeu. No, sir. 

Mr. Fountarn. Mr. Nickell, you are well acquainted with some of 
the people down at the Department of Agriculture; are you not? 

Mr. Nicke i. Well, I don’t know. The one fellow I knew down 
there is gone now. 

Mr. Fountain. He is the only one you knew? 

Mr. Nicke.u. He is the only one I knew well, I would say. 

Mr. Fountain. Have you talked to any of the officials of the Depart- 
ment regarding this subcommittee investigation ? 

Mr. Nicke.i. No, except when they handed me this report. They 
said, “there may be a subcommittee investigation.” 

Mr. Fountarn. When did they hand you that report ? 

Mr. Nicke.u. Well, it was in March. 

Mr. Fountain. March of this year? 

Mr. Nicxe.u. Yes; this month. 

Mr. Founratn. You have a copy of this survey, haven’t you? 

Mr. Nicketu. Yes, sir. 

Mr. Founrartn. You have never released that survey to the press? 

Mr. Nickxetu. No, sir. I told them when they handed it to me— 
they said, “This is for your information.” 

Then when I called up one day to talk to him about some problems 
we ran into—that was a fellow by the name of Davis who took Leon- 
ard Trainer’s place. I had met him, but I didn’t know him as well 
as I did Trainer. I called up to see if he had any suggestions as to 
how we might handle a certain problem with which we are faced in 
writing specifications and I told him that the press had called me 
and said that it had been released in Washington, and I was suspi- 
cious. He said, “No, it has not been released.” 

I said, “Well, it was given to me for my information, and I will 
never release it until I have written authority to because it is a Fed- 
eral document.” 

Mr. Founrarn. Can any of the payments to Dunbar come from 
Federal school-lunch money ? 

Mr. Nicxetxs. It depends on how they keep their accounts. In 
some schools they have a cafeteria account. When they do that the 
— for this comes out of their general fund and not out of the 
cafeteria account, as I understand it. 

Mr. Fountarn. I will ask the counsel to read that particular portion 
of the law. 
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Mr. Nauecuton. This relates to grant-in-aid payments under the 
School Lunch Act, of Federal funds to the States. 

Mr. Nicxety. What is this? 

Mr. Naveuron. This is title 42, chapter 13, section 1757, the United 
States Code. 





STATE DISBURSEMENT TO SCHOOLS; PURPOSE; FOOD COSTS; LIMITATION 


Funds paid to any State during any fiscal year pursuant to section 1753 or 
1754 of this title shall be disbursed by the State educational agency, in accordance 
with such agreements approved by the Secretary as may be entered into by such 
State agency and the schools in the State, to those schools in the State which the 
State educational agency, taking into account need and attendance, determines 
are eligible to participate in the school-lunch program. Such disbursement to 
any school shall be made only for the purpose of reimbursing it for the cost of 
obtaining agricultural commodities and other foods for consumption by children 
in the school-lunch program and nonfood assistance in connection with such 
program. Such food costs may include, in addition to the purchase price of 
agricultural commodities and other foods, the cost of processing, distributing, 
transporting, storing, or handling thereof. 

That is the relevant part of it. 

Mr. Fountain. If that be true, the answer to the question would 
probably be yes, would it not? 

.Mr. Nickey. I would have to know how the school handles their 
accounts. 

Up until about 4 years ago, a lot of these accounts in our schools in 
Illinois were handled rather loosely. Take the athletic fund for 
oneexample. The cafeteria fund would be another. We have uncov- 
ered a case where there was some excess element in the cafeteria funds. 
In our audits over the State, one fellow went to the penitentiary 
because of it. It was rather loosely handled and the board had very 
little or nothing to say about it. We enacted a law making it neces- 
sary for these folks to turn in their funds to the board, and the board 
could set up a revolving fund from which they could pay their current 
expenses as they went along and then give an account of that at the 
end of each month. Now, they are not all doing it yet. It is a hard 
job to get the thing into operation, but it is being pretty well handled. 

Mr. Fountain. Now, if the cost of distribution goes up, and if 
some of the costs of distribution under that contract can come from 
payments made by school children, it is possible that the cost of the 
iunches may go up, isn’t it ? 

Mr. NicxeLn. Yes, but I have some reports on that to make, here. 

Mr. Founratry. I have some questions and maybe that will bring 
it out. 

Do you know of any schools in Illinois which have raised the price 
of their lunches since the Dunbar contract was signed ? 

Mr. Nicke i. We had a survey made in December and the question- 
naire went out and it said—eligible, 453,693. Number of schools, 
2.377. Number of cards sent out, 1,524. Some of these schools are 
cities. That is one sponsor and they may have 10 or 15 or 20 schools 
or like they do in Chicago, 400, but there would be only 1 card go there ; 
1,524 schools. Number of cards returned out of the 1,524 that went 
out was 1,121. The percentage return is 73.6 percent, which is pretty 
good return. 

The first question on the questionnaire : 


Did you receive commodities through Illinois Public Aid Commission prior to 
July 1, 1952? 
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Eight hundred and thirteen out of one thousand one hundred and 
twenty-one said “Yes”—72.5 percent. No, 240, or 21 percent; 60 
didn’t answer. 

























How many times during the 1951-52 school year did you receive commodities? 


One to eight deliveries, 634 answered they did—56.6 percent. None 
or blank, 487—or 43.1 percent, who didn’t answer it or didn’t get it. 
Question No. 3 on that questionnaire: 





Is the condition of commodities now received an improvement over former 
distribution method? 


Yes, 712, or 63.5 percent. No, 115, or 10.3 percent. Blank, 294 
Possibly those who had never gotten them before and couldn’t make 
a comparison. 


Question 4: 


How does the volume you receive now compare to amounts received prior to 
July 1, 1952? 
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More, 743, or 66.3 percent ; 83 said they got less, or 7.4 percent; 295 
was blank. 
Question 5: 


ae 


Has the present method of distribution caused any increase in price of lunches 
to students? 

Yes, 68; percentage, 6.1. No, 821; percentage, 72.2 percent. Blank, 
232. 

Mr. Horrman. It was distributed before that in some other way. 
si {fs this a comparison ? 
e Mr. Nicketi. That was the IPAC when they handled it. 
Mr. Horrman. It was the system before Dunbar came in? 
Mr. NIcKELL. Yes. 
f Mr. Horrman. What do they say about the Dunbar system increas- 
i ing or lessening the cost ? 
Mr. NIcKELL (reading) : 


eatin ts 





Has the present method of distribution caused an increase in price of lunches 
to students? 

Sixty-eight of the reports said, “Yes.” That is 6.1 percent of those 
reporting ; 821 said,“No.” That is 73.2 percent of those reporting. 

Mr. Horrman. Does that indicate that Dunbar was doing it more 
cheaply than before? 

Mr. Nicketi. Of course, the charge had been made through the 
papers that there was a huge increase in school lunches. 

i Mr. Hottzman. When did this survey go out? 
3 Mr. Nicket.. Between Christmas and New Years. 

Mr. Revss. A question on the questionnaire: Was there a question 
in there about whether there were increases in costs as a result of 
the Dunbar program, which were not passed on to the pupils in the 
form of increased lunch costs, but which were absorbed by amounts 
that the local taxpayers had to pay? 

Mr. Nicxety. No; the question was, “Has the present method of 
distribution caused any increase in price of lunches to students?” 

Mr. Reuss. So there might be increases in the costs of operating the 
school-lunch program which had to be borne by the local school dis- 
‘ trict out of the moneys contributed by the local taxpayers, which would 
not be reflected in the answer to that question, is that correct? 
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Mr. Nickey. That could be a possibility. Now, I do know that 
the city of Decatur reduced their lunch prices 5 cents per lunch, after 
Dunbar started to delivering and they said one of the reasons why 
it was that they knew what they were going to get, they could plan 
their meals ahead of time, they didn’t have to wait until the last min- 
ute and then rush downtown to buy something. They could plan them 
a month ahead because they knew what they were going to have and 
what they were going to have to buy. 

Mr. Horrman. What my colleague -is trying to get at, I think, is 
whether other costs than those of transportation which taxpayers 
might have paid increased the cost. 

Mr. Nickey. That was under the I[PAC—the State of Lllinois, as 
I explained formerly, spent in their 27 months, $837,129.06 for ware- 
housing alone. 

Mr. Horrman. That was in addition to transportation costs ? 

Mr. Nickxetu. Oh, yes. 

Mr. Horrman. What I think the gentleman wanted to know and 
what I would like to know is, Were there other additional costs aside 
from transportation or for services that Dunbar performed, that the 
taxpayers would have to pay ? 

Mr. Nicke.u. Not to my knowledge, because the total cost involved 
in laying the surplus food commodities down was paid for when they 
paid Dunbar. 

Mr. Fountain. Of course, Mr. Nickell, you are not in a position to 
know or explain and neither are we, the extent to which a lot of these 
schools may have absorbed any increase in the cost of distribution. 

Mr. Nicketn. No. 

Mr. Fountain, Did you ask the schools how many of them decreased 
the price of their lunches? 

Mr. NicKewu. I didn’t ask that, but one of them called in and said 
they did. 

Mr. Fountrarn. Only one called in? 

Mr. Nicketi. Yes. 

Mr. Fountain. You mentioned warehousing. Dunbar, therefore, 
didn’t pay for all the warehousing ¢ 

Mr. Nicxeti. This was before he took over. 

Mr. Founrarn. Since he has taken it over? 

Mr. Nicke.u. He pays for all of that. 

Mr. Horrman. The result of what you said here is that the pupils 
got their lunches for less money. 

Mr. Fountarn. Of course, you are not in a position to say whether 
they got a lower quality of lunch, or less food. 

Mr. Horrman. What about that? Are they getting less food or 
less of it or less in quality ? 

Mr. Nickxe.y. We asked if they got more commodities. 

Mr. Horrman. Let’s find out about the quality. Did Dunbar’s 
hauling give them poorer food than the others? 

Mr. NICKELL, That wasn’t in here; but the letters that we have re- 
ceived have said that the condition of the food was much improved 
under the Dunbar distribution system than it was prior, when the 
IPAC handled it. 


Now, here is the sixth question that I asked : 


Would you rather go back to the former method of distribution? 
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No; 766, or 68.3 percent; yes, 79, or 7.1 percent of those that an- 
swered ; 276 didn’t answer. Presumably they hadn’t had any experi- 
ence under the IPAC. 

Then, you will note at the end of the questionnaire there, Mr. Chair- 
man, that there was some room for them to make a comment. Those 
comments came in: 1,035 of them were favorable, or 92.3 percent. Un- 
favorable, 86, or 7.7 percent. 

Mr. Fountarn. Now, how many schools would you say there are in 
the State to which one of these questionnaires was not sent ? 

Mr. Nickey. We sent them to all the school sponsors, did we not? 

Mr. Wo tre. Yes. 

Mr. Nicke.u. All those that participate. That was 1,524. 

Mr. Fountain. One in Chicago? 

Mr. Nickey. Yes. 

Mr. Fountain. Mr. Nickell, I made reference this morning when 
we opened this meeting, to the press release which I gave out last 
Friday, I believe it was. Soon after that statement was released 
I saw several newspaper articles quoting you as having said that I 
was mistaken in my estimate of possible excessive profits by Dunbar & 
Co. Of course that statement very clearly showed that my estimate 
was based upon the survey of the Department of Agriculture. Were 
you correctly quoted ¢ 

Mr. NicKE.L. I said the figures that were used. I didn’t say you 
misquoted the survey, but I said those figures, in my judgment, were 
wrong. 

Mr. Fountain. With respect to the possible excessive profit, did 
you say I was mistaken ¢ 

Mr. Nicketu. I don’t get what you mean. 

Mr. Fountain. I gathered from the story which I read that you 
had expressed the opinion that I was mistaken in my estimate of the 
excess profit made by Dunbar & Co. 

Mr. Nicketu. I didn’t say you were mistaken in your quotation, but 
the figures in the survey, I said, I couldn’t agree with. That is what 
I was talking about. I read your report. In your report you quote 
the survey. That wasn’t what I was talking about. 

Mr. Fountain. Then, you are not in a position to say that anyone 
is mistaken in saying that the profits by Dunbar & Co. have been ex- 
cessive. You are not in a position to deny or affirm that? 

Mr. Nicke.u. That’s correct. 

Mr. Fountain. You haven’t seen Mr. Dunbar’s books ? 

Mr. Nicketu, No, sir; I haven’t. 

Mr. Fountain. Have you requested permission to see them? 

Mr. NicKELL. No, sir; because under my contract I don’t have the 
right. It isn’t in the contract. 

Mr. Fountain. In view of all the publicity that has come out, have 
you felt compelled to ask him? 

Mr. Nickett. When they agreed to get an independent firm of 
C. P. A. accountants—and they are licensed in Ilinois—I felt that 
would take care of my question. 

Mr. Fountain. Of course, he pays those accountants. 

Mr. NickE... Yes, sir. 

Mr. Fountain. He hasn’t taken you into his confidence as to just 
what his profits really are? 
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Mr. Nickxetu. No, sir. The first time I got hold of that was when 
I called him yesterday. 

Mr. Fountarn. You are not sure all his statements with respect to 
expenses are correct ? 

Mr. Nicxe.u. I have no way of knowing. 

Mr. Fountain. I would like to say this, if we were mistaken in 
our estimate, we will be glad to correct any errors, if any, in our es- 
timate, if Mr. Dunbar will let us look at his books to get the correct 
figures. If you would use your influence on him to persuade him to do 
that, I think it might help us to clear up the situation. 

Mr. Nickexy. I think with your request I have some reason for 
asking him. I had no authority before to represent the Federal Gov- 
ernment. 

Mr. Navenron. I have two or three questions: Mr. Nickell, did the 
Agriculture Department know that your contract with Dunbar did 
not allow the Agriculture Department to inspect Dunbar’s books? 

Mr. Nickevu. They helped write it. 

Mr. Naventon. Did they approve that particular provision? 

Mr, Nicketn. Yes. That was taken from them. 

Mr. Naveuton. In other words, it was their interpretation of the 
contract then at the time it was written that the contract did not allow 
inspection of his books? 

_ Mr. Nicxety. I couldn’t say what the interpretation was, because 
it never came up until they asked him to see them. 

Mr. Navuenton. Then they didn’t approve this part of the con- 
tract ? 

Mr. Nicxetn. What do you mean? 

Mr. Naveauton. What I am trying to get at is, Did the Agriculture 
Department actually approve this idea of their not being able to 
inspect Dunbar’s books? 

Mr. Nicxeitn. They drew up most of the contract for us, because I 
didn’t know how to draw up a contract for the huge operation we 

were contemplating, and most of that contract—and I know that that 
section came from them. 

Mr. Naventon. It is your opinion that so far as the Agriculture 
Department was concerned, until the newspapers in Chicago and the 
subcommittee and some other people got interested in this, it was 
perfectly all right with them that the Agriculture Department had 
no right to inspect Dunbar’s books? 

Mr. Nickey. Yes, because they told me when I was down here, they 
said, “We recognize that he was within his legal rights.” 

Mr. Naventron. And you supported him in that contention ? 

Mr. Nickey. Yes. Legal rights. 

Mr. Naueuron. Now, getting back to this original legislation giving 
your office authority to handle this food-distribution program in the 
State of Illinois, that was passed in 1948, and you did not exercise 
that authority until June 13, 1952, when Mr. Dunbar agreed to handle 
it for you? 

Mr. Nicxeu. It became effective July 1, 1952. 

Mr. Naucuron. But you weren’t interested in handling it until 
Mr. Dunbar agreed to take part? 

Mr. Nickey. I wasn’t interested in handling it then, and am still 
not. But the only reason I consented was because the largest number 
of recipients by far were schoolchildren. 
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Mr. Naventon. Now, in addition to the schools, Mr. Nickell, since 
your office under contract with the Department of Agr iculture was 
the sole distributor of donated commodities in the State of Illinois, 
all commodities for State institutions have to go through your agency 
also, 

Mr. Nicke.ti. Not now. 

Mr. Naventon. But they did until very recently, and since they 
go through you, they have to go through Mr. Dunbar, who has the 
exclusive franchise for distribution ? 

Mr. Nickey. Yes. 

Mr. Naveuton. Are you aware that the Agriculture Department 
survey indicates that Dunbar & Co. made excessive profits, as high as 
$1,500 on a single shipment to State institutions, in Illinois? 

Mr. Nickey. No. 

Mr. Navucuton. Let me read into the record some information 
concerning that. 

Mr. Nicxetxi. That is from the survey ? 

Mr. Navecuron. It is from the survey. 


Recipient, Manteno State Hospital, Manteno, Ill. Distance from shipping 
point, 41 to 45 miles. Shipping weight, gross, 78,197 pounds. Charges to re- 
cipient by Dunbar & Co.— 
this is for a single shipment— 


led 


$2,252.67. Estimated transportation cost, $284.34. Computed warehouse 
charge, $295.18. Total cost— 

according to the estimate of the Department of Agriculture 

3580.74. Excess charges by Dunbar & Co. over computed costs, $1,671.95. 

Now here is another one: 

Chicago State Hospital, city of Chicago. Distance from shipping poiat, zero 
to 20 miles. Gross shipping weight, 75,480 pounds. Charges to recipient by 
Dunbar & Co., $2,150.30. Estimated transportation cost, $214.92. Computed 
warehouse charge, $263. Total cost, $479.94. Excess charges by Dunbar & Co. 
over computed cost, $1,670.36. 

Now, Mr. Nickell, have the State auditors raised any complaint 
about those char ges? 

Mr. Nickens. No. 

Mr. Naveuton. Has it ever occurred to them that the charges might 
be high ? 

Mr. Nicketu. I don’t know. They have never said anything to me. 

Mr. Naveuron. Have you ever said anything to them? 

Mr. Nickxe.y. No, because I didn’t know what they were getting and 
didn’t know what the charges were. 

Mr. Naveuton. But, the only way State institutions could get these 
commodities was by getting them through Mr. Dunbar, since you 
had an exclusive contract with the Department of Agriculture, and 
Mr. Dunbar had an exclusive contract with you. 

Mr. Nickxett. That is true. 

Mr. Naveuron. Therefore, they had to get them in that manner? 

Mr. Nickey. That’s right. 

Mr. Naventon. Do you think those charges sound excessive? 

Mr. Nickei.. If those figures are accurate, sure that would be 
excessive. 

_ Mr. Navouton. Do you think the State auditors ought to look 
into it? 
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Mr. Nicxet. I should think they would. 
Mr. Founrarn. Then I gather, Mr. Nickell, that since the rate had 
been set, and since no effort had been made to find out what other com- 
panies were charging, you had no way of knowing that all of these 
charges might be excessive until you got this report of survey ? 

Mr. Nicxetu. That’s right. I had no idea how much they were get- 
ting or what the charges were. Of course, I presumed the rate charged 
was the unit rate that had been set up. I don’t know. I would guess 
that. Uniform throughout the State. Whether they lived across the 
road from the warehouse—I mean the school or the institution or 
whether it was 270 miles away. 

Mr. Founrarn. I wonder if you would be kind enough when you 
return to your home, at your own convenience, but as soon as you 
can, to go through this survey and give this committee the benefit 
of your comments on it. 

Mr. Nicxeut. I think it would take an auditor. I have hunted for 
one and I found one the day before yesterday who said he would be 
glad to do it. He had audited trucking concerns and he thought he 
was qualified. He used to be a member of the State anditing office. 

Mr. Fountain. I think you would probably like to do that, yourself. 

Mr. Nicxe.u. I would want him to go over it and then I would want 
to go over it with him. 

Mr. Fountain. I have no further questions of Mr. Nickell, but I 
have some questions of Mr. Wolfe. 

Mr. Houirtetp. Mr. Reuss has been very patient, here, and I suggest 
we allow him to question, at this time. I think I interrupted out of 
turn myself for which I apologize. 

Mr. Fountarn. Mr. Reuss, go right ahead. 

Mr. Reuss. Is the Chair finished for the time being ? 

Mr. Founrarn. Except for a few questions of Mr. Wolfe, which 
won’t have anything to do with this particular subject. 

Mr. Reuss. Mr. Nickell, I eaeik like to have you tell me how the 
surplus commodities were distributed in the days of the Illinois Pub- 
lic Aid Commission, which I gather ended sometime in November 
1952. I’llask you some specific questions, to save time. 

Whose warehouses did the [PAC keep the stuff in? 

Mr. Nicxet. I think they were private warehouses. 

Mr. Reuss. How many warehouses? 

Mr. Nickey. I do not know. 

Mr. Reuss. Were there 20, 30, or 100? 

Mr. Nickeux. I know there weren’t a hundred. 

Mr. Reuss. Do you know, Mr. Wolfe? 

Mr. Wore. I wouldn’t know. 

Mr. Reuss. There were more than two. 

Mr. Wo tre. If it was statewide, it would have to be. 

Mr. Reuss. How many warehouses do you use, now ? 

Mr. Nicke.L. We use the freezer warehouse in Springfield, the dry 
warehouse there, and they have warehousing in Chicago. 

Mr. Reuss. That is three warehouses ? 

Mr. Nickeiz. I don’t know how many they have in Chicago. They 
are all owned by one firm, as I understand it. 

Mr. Reuss. There are three warehouses, I gather, used in the pro- 
gram, now, and you don’t know how many were used beforehand ? 
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Mr. Nickey. When we had frozen turkeys we chucked them wher- 
ever we could chuck them. They came in, in such large numbers 
that we had a difficult time getting freezer warehousing to take care 
of them. 

Mr. Reuss. Will you read back the question, please ? 

(The question was read.) 

Mr. Reuss. Would you answer that question, whether you know 
how many warehouses were used by the group prior to—— 

Mr. Nicke.u. I do not know. 

Mr. Reuss. How did IPAC deliver these to local districts, by 
trucks they contracted for, by a variety of individual trucking com- 
panies, by leaving it to the local school district, or what? 

Mr. Nicxeitt. What they did, if they shipped in, they would ship 
it out of the warehouse or take it as it came and run it down someplace 
on the side track and maybe the day before they would notify the 
county superintendent, “There is going to be a car of potatoes” or 
“there is going to be a car of lettuce,” or whatever it was. He would 
do his best to notify them and they grabbed their cars and trucks and 
tried to get in there. If they got there in time they got something, 
and if they didn’t, they didn’t. 

Mr. Reuss. The big gripe about IPAC’s method of handling things 
was that they didn’t give adequate notice to the local school districts, 
and frequently sobeeed their cars at inconvenient spots, is that correct ? 

Mr. Nickett. There was no equitable distribution and there was no 
accountability. When I asked the IPAC the tonnage of food or car- 
load lots of food they got they said, “We have no records.” 

Then, too, during that time much of the food that was shipped in 
for some reason or other was in bad shape. 

Mr. Reuss. Now, let me ask you this: You could have cured all 
the faults in the IPAC’s method of distribution, could you not, and 
still have awarded your contracts for trucking and storage not on the 
basis of one exclusive franchise throughout the State, but on the basis 
of more than one contract with a warehouseman or a trucking com- 
pany throughout the State? 

Mr. Nickey. If I had secured State funds to pay some of the costs 
that they did, that could have been done. Of course, that would have 
reduced the cost to the schools, but not the cost to the taxpayers. 

Mr. Reuss. But, you could have maintained the system which you 
now use, as I gather, of having the local school district pay for the 
cost of transportation, and still have avoided giving an exclusive state- 
wide franchise to one trucking company; could you not? 

Mr. Nickey. If I had divided the States into districts as I dis- 
cussed this morning, but we don’t have—south of Springfield, I1., the 
whole southern end of the State, I know of no sufficient warehousing 
down there to warehouse. There is a freezer unit in East St. Louis, 
but I don’t know the capacity of it. 

Mr. Revss. But, it wasn’t necessary to give one trucking company 
an exclusive franchise to do all the hauling on all of the surplus com- 
modities in order to cure the deficiencies that had existed under the 
administration of the Illinois Public Aid Commission; was it? 

Mr. Nicxetu. In discussing that question with the USDA, I told 
them that I didn’t want to load my office full of office help to keep 
records for several contracting companies. For every company you 
have to have a set of books, a bookkeeper, and at least an auditor, and 
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I didn’t want to put that burden on the State. If I had asked for more 
money and done what the IPAC was doing, I was certain that with 
the shortage of funds in our State they would require me to take that 
from the common school fund which is not sufficient, hasn’t been and 
isn’t yet. And, I felt by that State money going into the local dis- 
tricts, that puts it under local control rather than State control. The 
expenditure of those funds. 

Mr. Reuss. I believe in competition ; don’t you ? 

Mr. Nicxett. Oh, yes. Oh, yes. 

Mr. Reuss. Wouldn’t it have been helpful to have more than one 
trucking company do some of this hauling in the great and broad State 
of Illinois, so that you could compare their rates? 

Mr. Nicxetu. I explained this morning why I didn’t ask for com- 
petitive bids. I didn’t know enough about it. To draw specifications, 
to get the program in operation by the time that they wanted it put 
into operation. 

Mr. Reuss. Now, you said just now, Mr. Nickell, and you also 
stated on page 4 of your prepared statement this morning, that—and 
I am reading from the top of page 4 of your prepared statement : 

I also pointed out that I did not feel justified in approaching the State legis- 
lature for an appropriation to handle the warehousing costs as had been done 
with the Illinois Public Aid Commission—when the Illinois Public Aid Com- 
mission handled this program prior to our taking it over. I felt that in asking 
such an appropriation, the money would be taken from the common school fund, 
which was insufficient to meet the demands and that since the schools would 
be getting funds it would make it possible for the local community to have the 
control of the expenditure of those funds on the local level, rather than on the 
State level. 

Now, what you mean by all that is that the result of your action 
was that the local school districts had to pay for the cost of transporta- 
tion of surplus foods, and either recoup those costs from the moneys 
paid by local real-estate taxpayers who support the local schools, or 
by increasing the cost of the school lunch which the children have to 
pay for; is that not correct? 

Mr. Nicxeti. No. 

Mr. Reuss. Will you tell me why it isn’t correct? 

Mr. Nicke.L. Because there is a State biennial appropriation in our 
State known as the common school fund which is allocated on two 
different bases. There is a grant per child per average daily attend- 
ance, and so much in the secondary schools. And then there is the 
equalization phase of it, to bring the lower groups up to a higher level. 
This State appropriation goes to the districts. Now, it would have 
taken from that fund an appropriation for me to have secured funds 
to have paid for warehousing. 

Mr. Reuss. Did you ask the legislature to appropriate funds so 
that your department could pay for it? 

Mr. Nicxeu. No, sir; I did not, because I thought it would be 
better this way. I discussed it with some legislators and they said, 
“They'd laugh at you if you asked them.” ' 

Mr. Reuss. Sangamon County is the county that contains the capital 
city of Springfield ; is it not ? 

Mr. Nickey. That’s correct. 

Mr. Reuss. It is one of the more populated counties of the State. 

Mr. Nicket, It is; yes. 
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- Mr. Reuss. And the Sangamon County probate court has general 
jurisdiction over wills and administration, has it not ? 

Mr. Nickey. That’s right. 

Mr. Reuss. How long has Mr. James W. Dunbar been clerk of the 
Sangamon County probate court ? 

Mr. Nickey. I couldn’t tell you; I don’t know. 

Mr. Revss. Mr. Wolfe, how long has Mr. James W. Dunbar been 
clerk of the Sangamon County pr obate court 4 

Mr. Wo tre. I know he was in, in 1952 when we entered this con- 
tract and he was just reelected. 

Mr. Nickeiu. This could be his third term, but I am not sure. 

Mr. Reuss. How long is the term, 4 years ¢ 

Mr. Nickein. Yes, sir. 

Mr. Reuss. So he has been in around 10 years? 

Mr. Nicketn. I would say so; yes. 

Mr. Reuss. Do you know what his salary is? 

Mr. Nickei. Well, he got a raise last December. 

Mr. Reuss. What is that, with the raise ? 

Mr. Nicke.u. I don’t know whether it is seven or seven thousand 
five hundred. 

Mr. Reuss. That is a full-time job, of course, taking care of the 
probate work. 

Mr. Nicketu. All those county offices, they have a good force and 
they spend some time there. 

Mr. Reuss. The taxpayers assume he is giving his time to that job. 

Mr. Nicxeuu. They assume he is doing the job. 

Mr. Reuss. You say as of the time you | signed this contract with Mr. 
Dunbar on June 13, 1952, you didn’t know whether he had a single 
truck or not. 

Mr. Nickxeuu. I knew he had trucks, because occasionally as I would 
go home I would go by there and I saw trucks there. 

Mr. Reuss. In order to operate a truck in the State of Illinois, it is 
necessary to have a certificate of necessity and convenience from the 
State commission; is it not? 

Mr. Nicketu. Let’s see, what do they call that? 

Mr. Reuss. The Railroad Commission or the Public Service Com- 
mission. 

Mr. Nicketn. The Commerce Commission. They have a license 
from the Commerce Commission; yes, sir. 

Mr. Reuss. When was that license to operate trucks on the high- 
ways of the State of Illinois granted Mr. Dunbar ? 

Mr. Nicketu. I presume he has been operating trucks for a period 
of years and he had to have it all through that time. 

Mr. Reuss. So far as you know he didn’t have it—at any particular 
time prior to the time you signed the contract. 

Mr. Nickent. Oh, yes, he has been in the contract- -transportation 
business for a good cause of years and he would have to have that 
leense. 

Mr. Revss. But, you don’t know whether he had 1 truck, or 2 trucks, 
or how many ? 

Mr. Nickxeti. Well, I don’t know how many he had, but I know 
he had several trucks. He is engaged at times in working and trans- 
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rting materials for pipelines. I have seen his what they call low- 
ys. They transport heavy equipment. 

Mr. Reuss. He had no special warehouse facilities? 

Mr. Nickey. Yes. 

Mr. Reuss. Your answer is no he did not have? 

Mr. Nickey. He had warehouse facilities. He has rebuilt them 
since that time. 

vo Reuss. What did he have in 1952 when you signed this con- 
tract 

Mr. Nicketi. Now, what do you mean? 

Mr. Reuss. What warehouse facilities did James W. Dunbar, clerk 
of the Sangamon County Court have in 1952? 

Mr. Nicketu. I couldn’t tell you the capacity of it, but he had a 
warehouse. 

Mr. Reuss. Where? 

Mr. Nicketu. On his property. He has a place out there on the 
bypass, on Bypass 66. 

Mr. Reuss. In Sangamon County ? 

Mr. Nicketu. That’s right. 

Mr. Reuss. One warehouse? 

Mr. Nicke.u. One warehouse. 

Mr. Reuss. In the State of Illinois? 

Mr. Nicketu. Yes, he had one warehouse. 

Mr. Reuss. No more than one? 

Mr. Nickey. I don’t think he owns any more than one; I don’t 
know. 

Mr. Reuss. Now, you have referred to a contract and an agreement 
with the Department of Agriculture respecting the rates charged 
by Dunbar & Co.; is that-correct 

Mr. Nicxeti. How’s that? 

Mr. Reuss. You have referred to a contract or agreement with the 
Department of Agriculture with respect to the rates charged for its 
storage and hauling facilities by Dunbar & Co.; is that correct? 

Mr. Nicke.tt. We have a State plan of distribution. That was the 
first document that we had to provide. 

Mr. Reuss. Now, an agreement was signed on June 13, 1952, be- 
tween Dunbar & Co. and you representing the State of Illinois; was 
it not? 

Mr. Nicxetn. That’s right. 

Mr. Reuss. Did that contract provide any rates for the services that 
Dunbar was to render? 

Mr. Nicxe.i. The contract does not contain the rates. 

Mr. Reuss. Will you produce the documents which do contain the 
rates and show me the approval of the Department of Agriculture 
to those rates / 

Mr. Nicxei. They sat in there and agreed to it. It was in con- 
ference. 

Mr. Reuss. I just want you to show me the signature of the respon- 
sible official, whether it is Secretary Benson, or whoever. 

Mr. Nicket.. It was done in conference. 

Mr. Reuss. Then, I want you to show me the document or the initials 
of people on it, or I want you to tell me who was there and when he 
agreed to it. 
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Mr. Nicketu. I can’t show you that because that was the first docu- 
ment that had to be drawn, and had it not been acceptable to them, 
they wouldn’t have entered into a contract with me. 

Mr. Reuss. I ask you to produce right now, if you have it, or we 
will wait until you can get it, the document which exemplifies the 
agreement by the United States Department of Agriculture to any 
rate or rates charged by James W. Dunbar & Co., and if it wasn’t 
in a document but was made by oral conversation, tell me who was 
there, what they said, and what you said, and who took notes on it. 

Mr. Nicxetu. That has been a long while ago. I can’t tell you all 
that was said, but Oscar Beyer was there, and I think John James, 
as I recall it. 

Mr. Reuss. To proceed in an orderly way, let’s establish first that 
there is no writing anywhere in the world—which I gather is the 
case—which sets forth this alleged approval by the Department of 
Agriculture of this very important matter of rates. 

Mr. Nickxewu. That’s right, it isn’t in black and white. 

Mr. Reuss. Just answer my question. Is there anywhere in the 
world a piece of paper signed by representatives of the State of Dhi- 
nois, or Dunbar & Co., or the Department of Agriculture, which sets 
forth the Department of Agriculture’s approval of the rates of Dunbar 
& Co.? 

Mr. Nickey. No. 

Mr. Reuss. All right. If there isn’t a writing anywhere in the 
world to that effect, tell me, starting at the earliest time and coming 
forward, the various oral agreements which may have been entered 
into. 

Mr. Nickxen.. That is the State plan of operation [indicating]. 
If that hadn’t been worked out to the satisfaction of the USDA, they 
would not have entered into a contract. 

Mr. Reuss. Perhaps we should mark that so we may make it a part 
of the record. 

Mr. Fountatn. Do you have an extra copy of this?’ We will put 
it in the record. 

Mr. Reuss. I think the document above entitled “State Plan of 
Operation for the Distribution of Government Donated Commodi- 
ties,” should be made a part of the record at this time. 

Mr. Fountain. Without objection, it is so ordered. It will be 
made a part of the record. 

(The material referred to follows :) 


STaTe PLAN OF OPERATION FOK THE DISTRIBUTION OF GOVERNMENT 
DONATED COMMODITIES 


I. APPLICATIONS 


The D/A will approve all agreements for participation in the direct distribu- 
tion program and for this purpose will use forms DC—1 and DC-2. 

Form DC-—1 will be used for schools that participate in the national school 
lunch program under type A and B programs. 

Form DC-2 will be used for all other eligible outlets, such as institutions, 
summer camps, child care centers, and schools participating in the type C 
program. . 

Agreements will be executed in duplicate, and upon the approval by the D/A 
one copy will be returned to the R/A together with a distribution identification 
card which will establish the eligibility to participate in the various types of 
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commodities made available. Following are the three types and colors of dis- 
tribution identification cards: 

(a) Form DC-1-Y—a yellow card providing eligibility for schools partici- 
pating in the national school lunch program for A and B type programs to receive 
commodities made available under sections 6, 32, and 416. 

(b) Form DC-2-B—a blue card establishing eligibility for institutions, sum- 
mer camps, and child care centers to receive commodities made available under 
sections 32 and 416. 

(c) DC-2-G—a green card providing eligibility to schools serving hot lunches 
that do not participate in the national school lunch program, or schools serving 
type © only, or schools serving no lunch but desiring use of special commodities, 
to receive such commodities made available under sections 32 and 416. 


II, ALLOCATIONS FROM AREA OFFICE 


Upon receipt and acceptance of allocations from the Chicago area office a 
delivery order will be prepared for each carload lot of commodities available 
for distribution. The white copy will be removed from the delivery order and 
properly posted to the D/A’s commodity control ledger and then mailed to Dun- 
bar & Co., the recognized distributing outlet for the State of Illinois. The bal- 
ance of delivery order copies, properly signed and executed, will then be for- 
warded to the Chicago area office. 


Ill. SHIPMENT 


Upon receipt of the official wire of shipment, said notice will be posted in the 
commodity ledger and then forwarded to Dunbar & Co., the distributing outlet. 


IV. RECEIPTS 


Dunbar & Co., upon receipt of shipment of commodities, has at this writing 
provided four warehouses located as follows: 

(a) Chicago, Produce Terminal Cold Storage, 1550 Blue Island Avenue, with 
a warehouse siding, B. & O. Chicago Terminal, which warehouse will service 13 
counties. 

(b) Peoria, Peoria Service Co. warehouse siding, C. B. & Q., which will service 
23 counties. 

(c) Springfield, Central Illinois Ice Co., warehouse siding Wabash Railroad, 
which will service 48 counties. 

(d@) Murphysboro, Ice & Coal Storage Co. warehouse siding, G. M. & O. Rail- 
road, which will service 23 counties. 

Upon receipt of shipment the D/A will forward to Dunbar & Co. the official 
bill of lading, and Dunbar & Co. will complete the white copy of the delivery 
order and forward the same to the D/A, who in turn will complete the pink and 
white copies and forward the pink copy to the Chicago office. 


Vv. ALLOCATION AND DISTRIBUTION TO R/A’S 


Commodities available will be allocated and distributed by Dunbar & Co. as 
follows: 

(a) The D/A will provide Dunbar & Co. with a distribution identification card 
for each eligible R/A and the necessary information as to the commodities avail- 
able, the distribution rate, and the period of distribution. 

(b) Dunbar & Co., upon receipt of this information will prepare a combination 
allocation request and delivery order form provided by the D/A designated as 
form Il1A.R.D. This form will consist of five copies. Dunbar & Co., upon com- 
pleting the form for allocation and distribution, will remove the first copy and 
forward it to the various R/A’s, who in turn will complete column 5 and return 
the form to Dunbar & Co. Dunbar & Co. will then complete the remaining 4 
copies by completing column 5 and forward the entire set to the delivery carrier, 
who in turn will then deliver the indicated commodities to the various R/A’s 
and carry out the following distribution of the 4 signed copies 

1. Pink copy to be forwarded to the D/A by Dunbar & Co. 

2. Green copy to be retained by the R/A as a permanent record. 

3. Yellow and blue copies to be retained by Dunbar & Co. for their records. 

Delivering carrier will prepare a manifest of delivery in triplicate from the 
invoices and upon completing of the delivery of the indicated commodities will 
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properly sign the. manifest, retaining one for files and forwarding two copies to 
Dunbar & Co., who in turn will furnish the D/A with one copy. 

(c) Upon completion of delivery of commodities to R/A’s, Dunbar & Co. will 
bill the various R/A’s for each month of delivery, such charges to be based upon 
uniform unit prices. Unit prices as established are based upon a survey of pre- 
vailing warehouse and trucking rates that exist in the State of Illinois at the 
present time governed and directed by the Illinois Commerce Commission. ; 

Following is a list of contemplated prices for the handling, storage, processing 
if necessary, and delivery to R/A’s: 

Pr ee ee ee oi chet enpereghaaentnensee each__ $0. 04 
Ne oo ict is See eee nine do... .04% 
Ties; nes OU ss a. ecient Moa. ~~ 
No. . 038 
No. 3 c g .10 
No. . 03 
No. 10 cans .16 
Cheese (sec. 6) . 084% 
Cheese (sec. 416) . 03 
Dried beans (sec. 6) . 05 
Dried eggs (sec. 416) . 04 
re re CN Te i a as ah ib cial see . 04 
Dried milk (sec. 416) ‘ . 04 
Dried milk (sec. 32) _-.._---- Ff i a a ee 
Dried fruits (sec. 6) . 04 
a a Sisk selon once ese ne ea do_.___—. O4 
NNO, Tins MING SOPOT, CORI ii. oo acc cthenn eerie nciciniepenneeatieee do... .02%4 
Butter (sec. 416) . 05% 
Apples, fresh . 50 
eT i a a el hundredweight__ . 50 
a Nii = cn el ee ati ane eae anes -._per case... 2.25 


VI. RECORDS 


The D/A will maintain a commodity control ledger, a commodity inventory 
control ledger, and a county control ledger to record the delivery and receipt 
of all commodities made available to Illinois. Dunbar & Co. will maintain a 
commodity control inventory ledger by warehouses and a commodity control 
ledger of delivery of commodities to coincide with the records as maintained 
by the D/A. 

Mr. Revss. This document contains no date. Can you give me the 
date of it, Mr. Nickell ? 

Mr. NickKeLx. It was in late May or in June 1952. 

Mr. Reuss. On the copy shown me I notice no signatures by either 
representatives of the Dunbar organization, representatives of the 
State of Illinois, or representatives of the United States Department 
of Agriculture. Is that correct? 

Mr. Nicxeti. That’s correct. 

Mr. Reuss. When and where, if at all, were the contents of this 
document agreed to by the United States Department of Agriculture, 
and if so, by what representatives ? 

Mr. Nicxett. The people that I named a moment ago—Oscar 
Beyer—he is the official there, he was present and they helped to 
work this out. That was done in conference with members of my 
staff. 

Mr. Reuss. When—prior to June 13, 1952? 

Mr. NicKELL. Yes, sir; prior to that. That was the first document 
to be drawn, after I agreed that I would consider taking over that 
responsibility. 

Mr. Reuss. Was Mr. Dunbar there, at that time? 

Mr. Nickett. No, he didn’t have anything to do with working 
that document out. 
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Mr. Reuss. Were his lawyers or other representatives there? 

Mr. Nicxexu. No, sir. 

Mr. Ravss. No representative of Dunbar was present when this 
was agreed to with the Department of Agriculture? 

Mr. Nickety. No, but these were rates worked out as I have al- 
ready explained. 

Mr. Reuss. Can you produce any letter, or other memorandum from 
any official of the Department of Agriculture indicating that they 
did, in fact, agree to this? 

Mr. Nickey. It was done in conference. It had to be acceptable 
or they wouldn’t have entered into a contract. 

Mr. Revss. Didn’t you feel it would be a sound and businesslike 
procedure from your standpoint to receive something in writing from 
the Department of Agriculture to indicate that they agreed to the 
rates set forth in this particular undated memorandum which has 
just been introduced, here? 

Mr. Nickey. It didn’t, at that time. It has since. 

Mr. Reuss. Am I right in thinking that the sole reference to rates 
in the contract signed on June 13, is that contained in paragraph 10, 
which says, and I am quoting: 

Charges for handling, storage, processing, and delivery, and terms of pay- 
ment, are to be arranged by the outlet and recipient agencies and approved by 
the State agencies. 

Mr. NickeLL. Which contract is that? 

Mr. Reuss. The one entered into June 13, 1952, between the State 
of Illinois, through your office, and Dunbar & Co. 

Mr. Nicxeti. Now, I have it here. What is your question? 

Mr. Reuss. I'll repeat the question: Is it not the only provision in 
the contract of June 13, 1952, between the State of Illinois and Dun- 
bar & Co., relating to the charges.to be charged by Dunbar & Co., the 
provision in paragraph 10 of that agreement which says: 


Charges for handling, storage, processing, and delivery, and terms of pay- 
ment are to be arranged by the outlet and recipient agencies and approved by 


the State agencies. 

Mr. Nicxe.y. That is No. 11, isn’t it? 

Mr. Hourrteip. Second sentence. 

Mr. Reuss. Second sentence in No. 10. 

Mr. Nicxetuz. It is 11 in what I have here: 

Outlet also agrees to make distribution to all eligible categories or points 
furnished the outlet by the recipient agent. Charges for handling, processing, 
and delivering and terms of payment are to be arranged by the outlet recipient 
agencies and approved by the State agency. 

Is that it? 

Mr. Reuss. My question was, Is not that the sole reference in the 
entire contract to the matter of charges by Dunbar? 

Mr. NicKke.u. I think it is. 

Mr. Reuss. And under that language, Dunbar, by agreements with 
the recipient agencies approved by you, could raise or lower its rates; 
is that correct ? 

Mr. Nickey. I presume so, if I understand what your point is. 
He has lowered his rates under this contract. 

Mr. Reuss. Will you show me the letter from the Illinois attorney 
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general which you referred to this morning, which had something 
to do with your legal position. 

I read from this letter of Hon. Latham Castle, attorney general of 
Illinois, dated March 16, 1955, to Mr. Nickell. 


Dear Mr. NICKELL: This will confirm information given you by my staff at 
conferences in December and later. There is no statutory requirement that the 
contract of Dunbar should have been let on a competitive basis. The competent 
laws on competitive bids is well discussed in the case of Smith v. Board of 
Education, with which you are familiar. 

This letter from the attorney general addresses itself solely to 
statutory requirements for bids on a competitive basis; does it not? 

Mr. Nickexu. Well, here is the question I asked him: “Have I broken 
a law?” 

Mr. Reuss. Evidently the question you asked him was, “Have I 
broken a law in letting these bids other than on a competitive basis?” 

Mr. Nickxeu. That’s right. 

Mr. Reuss. And he said, “No; there is no law that requires that you 
let them on a competitive basis.” His opinion, however, has nothing 
to do with the efficiency and economy involved in failing to sample the 
market and determine whether other trucking companies might not be 
able to do this work more cheaply, irrespective of the question of 
whether formal competitive bids were set up, or not; is that not a fact? 

Mr. Nicxety. I would assume that is a correct deduction. 

Mr. Reuss. At the end of your statement this morning, Mr. Nickell, 
were a number of statements from various school and charitable insti- 
tutions with regard to officials in Illinois. Is it your testimony that 
neither Mr. Dunbar nor any member of the Dunbar organization in any 
way solicited those statements ? 

Mr. Nicxeu. Yes, sir, I can make that statement. As I reported 
this morning, it became necessary for us to send out a notice to all the 
recipients, notifying them that after March 31, there would be no 
deliveries of surplus foods. These letters came back in response to that 
notice. We didn’t ask for a reply. This was on their own initiative. 

Mr. Reuss. Thank you. 

Now, referring to the earlier questionnaire you sent. out to some 
twelve or fifteen hundred schools, asking how they liked the delivery 
program, now, you wouldn’t expect those school officials to be experts 
on relative costs of trucking and relative trucking rates, would you? 

Mr. NickeE.u. I was trying to determine how they evaluated the total 
program of handling the surplus food commodities, since I had taken 
1t over. 

Mr. Reuss. Would you read back the question ? 

(The question was read.) 

Mr. Reuss. Would you answer the question ? 

Mr. Nicketu. How’s that? 

Mr. Reuss. Would you answer that question, please ? 

- Mr.-Nickgtu. Well, that wasn’t the purpose of the questionnaire. 
The purpose of the questionnaire was to get their general evaluation 
of the service we were rendering since we had taken it over. 

Mr. Reuss. Then the purpose of the questionnaire was to get their 
evaluation on such matters as whether they thought the service was 
improved with respect to the amount of notice they had, the conven- 
lence or inconvenience they had to go to to get the stuff, the condition 
of the food, and so on? 
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Mr. Nickey. That’s right. As pointed out by the questions sub- 
mitted. 

Mr. Reuss. There is no question here which solicits their advice or 
opinion on whether the rates charges by Dunbar & Co. are fair rates 
and are not higher than could have been secured by somebody else. 

Mr. Nicxetu. I didn’t ask that. 

Mr. Reuss. That’s all. 

Mr. Houtrzman. Mr. Wolfe, were you familiar with the provision 
of the contract read by my colleague a moment ago, the portion of 
the contract which fixes the responsibility for getting at the rate be- 
tween Dunbar, the recipient, and the approval of your colleague, 
there? 

Mr. Wo tre. Yes. 

Mr. Hoirzman. You were familiar with that? 

Mr. WotFe. Yes. 

Mr. Hourzman. All this talk, then, about the Department of Agri- 
culture not questioning it, and going along with it, was just a lot of 
talk, then, isn’t that so, because the primary responsibility rested 
within the State, did it not, for the fixing of rates? 

Mr. Wo tre. Yes, but they helped us. We had no knowledge of 
where to start. 

Mr. Hourzman,. But, it was your responsibility under the contract, 
together with the outlet-—Dunbar in this case, the recipient, which 
would be the school, and the State agency, isn’t that so? 

Mr. Wo tre. It is my interpretation of that paragraph that that 
paragraph was, that terms of payment and the manner in which the 
schools should pay to Dunbar & Co., was between Dunbar and the re- 
cipient agency. ‘That we in no way, nor the State agency, would be 
billing them. That was my interpretation of that paragraph. 

Mr. Horirzman. Don’t you interpret that section to mean that the 
fixing of the rate in the first instance rested with the State and was a 
State matter ? 

Mr. Wo re. If you are just pointing to [Illinois and you interpret 
it that way, I could agree with you, but other States haven’t talked 
it over 

Mr. Hortzman. I point to your contract. 

Mr. Wo tre. I’m telling you how I am interpreting that particular 
paragraph. 

Mr. Hortzman. Let me read it again: 

The outlet also agrees to make distribution to all eligible categories at points 
furnished by the outlet—furnished the outlet by the recipient agencies and 
agreed upon. 

Now: 

Charges for the handling, storage, processing, and delivery— 
and 
terms of payment are to be arranged by the outlet and recipient agencies and 
approved by the State agency. 

It seems fairly simple, and fairly clear to me. 

It says: 


Charges for the handling, storage, processing, and delivering, including terms 
of payment— 


et cetera. 
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Now, do you say that it was your responsibility, the fixing of the 
rates ¢ 

Mr. Wotre. I suppose that we could have been responsible for it. 
It wasn’t my interpretation. If you point it out that way, I can 
understand it, but I never interpreted it that way from the beginning 
of the program. 

Mr. Hotrzman. You read it before you signed it, did you not? 

Mr. Wotre. Well, Congressman, you can read a lot of things. I 
interpret it differently than you did. 

Mr. Hotrzman. Will you tell me how you can misinterpret the 
simple language “Charges for the handling and delivery are to be 
handled between A, B, and C”? 

That sentence doesn’t permit of any other construction. And, 1 
submit that any talk about the Department of Agriculture, here, is an 
attempt, if you will, to avoid the responsibility which is so clearly set 
forth right in this paragraph. 

Mr. Founratn. And at this point, we might ask Messrs. Wolfe or 
Nickell if there is any agreement between the Department of Agri- 
culture and the State of Illinois concerning the fixing of rates. 

Mr. Nickeiu. No. 

Mr. Horirietp. Regarding this paper which was put in the record 
a few minutes ago, I notice on the last page it says: 

Following is a list of contemplated prices for the handling, storage, processing, 
if necessary, and delivery. 

And then it gives it on the basis of cases and pounds and cans, a series 
of prices. 

This was the only list of rates which you had conferred on, was it 
not, Mr. Nickell and Mr. Wolfe? 

Mr, Worre. Yes. 

Mr. Nicxeiy. Those were the only foods that were available at the 
time we entered the contract. 

Mr. Ho.iriep. I notice this says, “A list of contemplated prices,” 
so the use of the word “contemplated” there, made this a rather uncer- 
tain list, did it not? 

Mr. Nicxetu. As other products became available, we would discuss 
with the contract outlet the rates. 

Mr, Ho.trierp. This rate, though, by putting the word “contem- 
plated” in there, it did not mean that this was a fixed price, this was 
merely a schedule of “contemplated” prices ? 

Mr. Nicketu. It was agreed that we would start out with that and 
see what the experience was. 

Mr. Horirimevp. And did you subsequently check on the experience 
to see if those were correct prices, or not ? 

Mr. Nickey. In January 1953, I think it was, we had some reduc- 
tions made. 

Mr. Hortrrerp. Is this not a peculiar method of arriving at a rate 
schedule when you place a schedule based on a number 2 can at 4 cents 
each; a2 number 10 can, 16 cents each; shell eggs, two and a quarter a 
case; and potatoes, 50 cents a hundredweight? Is that not a peculiar 
method of setting up a contemplated list of prices? Isn’t the ordinary 
method of transportation of food commodities on the basis of pounds 
or siudieaieistan? 

Mr. Nicxett. No. Michigan has a similar program, and I am not 
sure whether the other States do or not. 
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Mr. Wo rrr. I know of no other outside of Michigan that has the 
same type of unit rates. ; 

Mr. Nicxett. What we are attempting to do in the new—if we 
can secure a new outlet, we are giving them a formula in the specifica- 
tions which, when it has been completed, can be reduced to a hundred- 
weight. 

r. Houirierp. That is the commercial method of handling trans- 
portation ; is it not ? 

Mr. Nickey. Yes. 

Mr. Ho.irtevp. It seems strange to me you didn’t use the normal 
commercial method to begin with. 

Mr. Nicke.u. I presume it was patterned after the setup in Michigan 
which they recommended to us. 

Mr. Horrman. May I say to you that is common use over there 
where we have so many canning factories. 

Mr. Houirte.p. To ship cans by so much a can ? 

Mr. Horrman. The basic rate is fixed that way to begin with. They 
figure so many cans in a case, and so on. Just the same as they 
pick the stuff. So much a pound, and so much a lot. So much a 
crate. 

Mr. Hotirtevp. If you ship it 10 miles by truck, you obviously 
wouldn’t get as much as though you shipped it several hundred miles. 

It is according to how it figures out as compared with a hundred- 
weight formula, but I know all shipping that I know anything about, 
rail or motor, goes by the hundredweight and also by the mile. That 
is, within certain zoned distances. I have never seen anything like 
this and I just wondered why it was used. 

Did you testify Mr. Dunbar had either canceled his contract or 
had given you notification that he would cancel it as of March 31% 

Mr. Nickeu. I don’t know that I was asked that question, yet, but 
when we called him in that day to talk over a reduction, the first.thing 
he did was to lay a cancellation down on my desk. 

I said, “Well, now, let’s talk this over, first, and maybe this_can 
be worked out.” We were there until late in the afternoon and 
after the discussion I said, “It doesn’t seem as if we are going to be 
able to reach an agreement.” He said, “No. You have my cancel- 
lation.” 

Mr. Hourrtevp. Did he give you any reasons as to why he should 
cancel this contract ? 

Mr. Nicxe.u. I don’t know if I have a copy of his cancellation here, 
ornot. Idoubtit. Itwasprepared. It was written. 

Mr. Hottzman. Something \ had prepared before he came in; is 
that right? 

Mr. Nicxety. Yes. It says: 

Please accept this letter as my 30-day notice of termination of this agreement, 
= to paragraph 12 of our contract. Final termination date will be 

Mr. Houirtexp. Is that all of his letter? 

Mr. Nicxenu. No, sir. 

Mr. Howrrrevp. Mr. Chairman, may we have a copy of this par- 
ticular letter as an exhibit for our hearings? 

Mr. Nicxe.t. I only have the one copy. 

Mr. Horrman. Let him read it in. 
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Mr. Houirtevp. Will you read the whole letter in. 
Mr. Nickey (reading) : 


Reference is made to the contract entered into on June 13, 1952, between 
yourself as State superintendent of public instruction and Dunbar & Co. for 
storage and distribution of commodities furnished by the United States Depart- 
ment of Agriculture, to approximately 2,300 schools and 200 institutions through- 
out the State of Illinois. 

Please accept this letter as my 30-day notice of termination of this agree- 
ment pursuant to paragraph 12 of our contract. Final termination date will be 
April 1, 1955. 

While you and I know all the facts, the public does not because of the failure 
of certain newspapers, intentionally or otherwise, to print the whole truth. Sub- 
sequent to these articles we have been harassed by, Oscar Beyer, area field su- 
pervisor, Chicago regional office of the Agricultural Marketing Service, to such 
a point that the entire direct distribution program in the State of Illinois is threat- 
ened. As you will recall, Mr. Nickell, the entire program, including rates, was 
set up and approved by Beyer, after study of the Michigan plan, at his suggestion. 

Before entering into this contract extensive study and conferences were had 
with both Federal and State officials in order to work out the most feasible and 
practical plan of distribution, always keeping in mind equal treatment of schools, 
whether large or small, near or far, and: regardless of race, creed, or color. These 
ideas were embodied in the above-mentioned contract and to date no critic, 
whether individual, governmental, or newspaper has even intimated that I have 
not lived up to my contract in its entirety. Never has Dunbar & Co. during the 


27 months of this contract, while delivering over 43 million pounds of Government 
commodities, ever been accused of any such matters as inventory shortage, waste, 
deterioration, misuse, or theft. On the contrary, our program has been described 
many times by representatives of the United States Department of Agriculture 
as “one of the best, if not the best, in the United States for service and 
accountability.” 

The only criticism that has ever been made of our contract concerns rates. 
As you know, our original rates for all costs incidental to the receipt and dis- 
tribution of commodities to the schools and institutions were approved by both 
the State and Federal agencies. Further, whenever we received a new com- 
modity the rate was submitted to the State agency which submitted the same to 
the Department of Agriculture for their approval. At the time of the original 
negotiation with the Federal Government in your office it was understood that 
we would reduce rates when warranted. To show our gvod, faith in this regard 
we voluntarily reduced our rates on specific commodities September 1953, Janu- 
ary 1954, March 1954, and February 1955. 

You will recall that the State plan worked out by the Federal people and 
yourself as a result of several days of conference was that your office would be 
the sole distributing agency for the State of Illinois. Recently, however, the 
Chicago Board of Education, again as a resuit of the misleading newspaper 
articles, has attempted to force a separate contract which would destroy the 
statewide plan of operation. 

There have been numerous attempts by the newspapers to compare the rates 
in effect under the present statewide plan and costs incurred by the schools 
under the former distribution plan of Illinois Public Aid Commission. A fair 
comparison of the two systems is impossible since the IPAC program contained 
hidden costs which were paid out of State appropriations and under the former 
plan the schools paid only the cost of transportation from the railroad sidings 
to the school, while under present program the schools pay a proportionate 
amount of all costs of receiving, warehousing, administering, distribution, and 
accountability. Further in this regard, as you know, the IPAC does not have 
full and complete records so that any actual comparison of costs is impossible. 

I have been in the trucking business with success in Illinois for over 20 years. 
In order to stay in this or any other business it is necessary to make a reason- 
able profit. With regard to this contract, I invested over $250,000 in organiza- 
tion, equipment, and personnel to provide an efficient service under an agree- 
ment which could have been canceled immediately if I violated any of its pro- 
visions or within 30 days by written notice; and without any guaranty what- 
soever on the part of either the State agency or the Department of Agriculture 
that we would receive any definite quantities of commodities during any given 
period which would make the establishment of a definite rate impossible except 
by experience. 
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As a result of embarrassment and damage to my reputation, I feel that I can 
no longer afford to experiment with my money, time, and equipment in a pro- 
gram which has received the overwhelming approval of the schools and insti- 
tutions, only to be criticized by writers without complete facts or newspapers 


who print only half the story. 
I know you are aware of my deep regard and admiration for you personally 


and your sincere interests in the school children of Illinois, however, I can 
see no other course open to me except to terminate this contract, and I would 
like your permission to release my story, giving the full facts behind the pro- 
gram and contract to the downstate and Chicago newspapers with the hope that 
I can clarify in the minds of the public the misrepresentations carried in recent 
newspaper articles. 
Very truly yours, 

DunBAR & CO., 

JAMES W. DunsaAr, President. 

Mr. Founta1n. What was the date of that letter, Mr. Nickell? 

Mr. Nickey. It was written March 1. 

Mr. Howtrrevp. And it was directed to you, Mr. Nickell ¢ 

Mr. Nicxetu. Yes, sir. 

Mr. Houtrretp. Thank you for reading that into the record. I think 
Mr. Dunbar’s position should be in the record of our hearings and that 
would be a valuable contribution to the hearing. 

I have no further questions at this time, Mr. Chairman. 

Mr. Founrain. Mr. Nickell, just 2 or 3 other questions: As I under- 
stood from you this morning ‘and from Mr. W olfe, you all sat down 
with the Agriculture Department representatives and with Mr, Dun- 
bar and you agreed upon these rates and the plan of distribution. 

Mr. Nicxe.L. That was done in conference. 

Mr. Fountain. And you did that as superintendent of public in- 
struction, representing all the schools and institutions in the State. 

Mr. Nicxett. That is right. 

Mr. Fountatn. Now, in spite of the provision set forth in para- 
graph 10 of the contract between you and Dunbar & Co., which was 
read and discussed a few minutes ago, neither you nor Mr. Dunbar 
ever contacted any of the recipients with a view of determining what 
the rates should be? 

Mr. Nicxetx. That is correct, because I didn’t interpret that para- 
graph to mean that. What I interpret that paragraph to mean was 
that the charges for all of this and the delivery and terms of pay- 
ment are to be arranged. That is, the terms of payment for the 
charges that were necessary in those various activities there. 

Mr. Fountars. Who prepared that particular paragraph of the 
contract? Did you do it, or Mr. Dunbar, or his counsel ? 

Mr. Nicketu. Most of this contract was dictated by one of the repre- 
sentatives from the United States Department. 

Mr. Founraty. Do you know who it was? 

Mr. Nickey. It was either Oscar Beyer or John James. Both of 
them participated. 

Mr. Fountain. Now that you have read that provision in the con- 
tract, can you construe that any other way than permission in the 
contract for Mr. Dunbar and his company to negotiate with recipients 
tor the charges for handling, storage, processing, and delivery and 
the terms of payment, in this distribution progr: am ? 

Mr, Nicxeti. The interpretation I gave you was the only interpre- 

tation that I had, until I read something ‘i in one of the newspapers 
about that being brought up. I got the contract out and looked at 
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it and said, “Well, I suppose it is possible to put on that interpreta- 
tion,” but it never occurred to me that was the interpretation. 

Mr. Fountary. What is your interpretation of it now? 

Mr. Nicxext. I still think we gave it the correct interpretation. 
That the charges for these various services here, the charges for those 
and the payment for the same was to be arranged by the outlet. 

Mr. Founrarn. Doesn’t the word “charges’ > mean “rates”? 

Mr. Nickern. Well, I don’t know. It is a charge, whether it is a 
rate or whatever it is, it is a charge. 

Mr. Founratn. In spite of this provision in your capacity as super- 
intendent, you went ahead and agreed on the rates with Mr. Dunbar? 

Mr. NIcKELL. Yes. 

Mr. Fountain. And the Agriculture representatives? 

Mr. Nicketi. That’s right. 

Mr. Fountain. Now, you stated earlier today that Mr. Dunbar 
contacted you, instead of you contacting him. 

Mr. Nickey. That’s right. 

Mr. Founratn. And indicated his interest in taking on this program. 

Mr. Nicke.u. Yes. 

Mr. Fountarn. And I assume he thought he could make some money 
out of it, otherwise he wouldn’t be interested. 

Mr. Nickety. That is a fair assumption. 

Mr. Founrarn. And following that, he went to the State of Michi- 
gan to make some inv estigation concerning the rates there, and he 

came back and submitted to you a plan of distribution and rates which 
he thought he would have to charge, and you approved those rates? 

Mr. NicKen. They were disc ussed. We just didn’t say, “That's 
O. K.” They were discussed and the reasons given why the same rates 
as were used in Michigan couldn't be utilized in Illinois. 

Mr. Founratn. But, actually, Mr. Nickell, you accepted a plan 
and a program which was submitted by Mr. Dunbar, didn’t you? 

Mr. Nicxetu. No, it was discussed and arrived athe came back 
with his ideas, but T can’t say that we accepted what he laid down 
there. They were discussed and debated and without question as a 
result of those kind of things there are alway changes. 

Mr. Fountarn. Let me ask you this: You have already stated that 
you had no experience in this sort of program and knew nothing about 
costs, what the rates ought to be. How were you in a position to 
suggest any modification in the rates? 

Mr. Nickxett. We had the USDA there to help us participate. 

Mr. Fountarn. So, then, you are saying, again, that the representa- 
tives of the United States Department of Agriculture, orally agreed 
on the rates which Mr. Dunbar submitted to you? 

Mr. Nicke.u. The rates which were agreed upon when we wrote the 
State plan of operation. That was the first document 

Mr. Fountain. Who wrote that State plan of operation ? 

Mr. Nickewi. I think most of that was done and dictated by the 
USDA. 

Mr. Wotre. In my opinion; yes. 

Mr. Howirtevp. I have this State plan of operation, here, and this 
list of charges which I referred to previously. 

Who submitted that list of charges on your State plan of operation? 

Mr. Nicke.t. That came out of the discussion. 
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Mr. Hoxirrep. Were those items discussed by the group assembled 
there and each one of them separately arrived at, or was this a list 
that was originally presented by the Department of Agriculture? 

Mr. Nicxett. This list of commodities; yes. That is the only place 
we could get it. 

Mr. Ho.irretp. And the prices there that were set off to the right 
side, there, was that also supplied by the Department of Agriculture? 

Mr. Nicket.. No, sir. Those came out of the discussion that we 
had where we had Michigan rates. 

Mr. Houtrtetp. Did Mr. Dunbar suggest those specific rates, there ? 

Mr. Nicxewi. I couldn’t say that he did. They came out as a result 
of the discussion. 

Mr. Fountarn. Well, now, Mr. Nickell, do you have your prelimi- 
nary draft of rates which Mr. Dunbar initially submitted ? 

Mr. Nickety. No. 

Mr. Fountarn. Did he submit an earlier draft other than those set 
forth in that plan of operation, which refers to contemplated charges ? 

Mr. Nickey. This was the result of the discussion or conferences 
that we had on rates where we had Michigan rates, there, and when 
there was a rate that had to be changed because of conditions that I 
have mentioned this morning that exist in Illinois, that didn’t exist 
statewide in Michigan, he said, “Now, here. Here is the union regu- 
lation. I can’t do it for that. The State of Michigan, up in the 
upper peninsula, anybody can drive a bargain but you can’t take any 
public property on any of the highways in the State of Illinois and 
get very far with it, without a union operator.” 

Mr. Fountain. Now, do I understand you to mean that this plan 
cf distribution is the plan of distribution and includes the rates 
which were finally adopted ? 

Mr. Nicxetu. This was what was agreed upon between me and the 
United States Department of Agriculture. Otherwise they would 
have never drawn a contract with me to have been the distributing 
agency. 

Mr. Founrarn. In other words, they agreed upon it before the 
Department of Agriculture ever entered into a contract with you? 

Mr. Nicxetx. This is always the first step; yes, sir. 

Now, then, when we had this surplus milk program which came 
up and went into operation last October, the first thing we had to 
do was to sit down with them and draw up a State plan of operation. 
If you don’t have that, that is the basis for everything from there on. 
That is the first document. 

Mr. Founrarn. Can you explain why the Department of Agricul- 
tur, after taking such a significant part in the setting of the rates, 
presented no document or wrote no letter—put nothing in writing to 
indicate that it had affirmed or agreed to those rates? 

Mr. Nicxeiu. No, but I can assure you of this, if it hadn’t been 
agreeable to them, they wouldn’t have gone in and entered into the 
contract. That is evident. 

Mr. Houtrzman. I would like to ask a hypothetical question: Sup- 
0 we were not so lucky and suppose Dunbar hadn’t been so kind and 
1ad not offered us help. Would this program necessarily have to 
have been abandoned ? 

Mr. Nicketi. You don’t mean abandoned, you mean started. Be- 
cause I was taking it over and starting it under a different plan. 
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Mr. Hourzman. Would we have been unable to start the program ¢ 

Mr. Nicke.u. It might have taken longer to get it started. Even- 
tually it would have been started. 

Mr. Houiriecp. Had you any indication of interest from other truck- 
ing people with regard to bidding on this, when it is opened up? 

Mr. Nickeix. There was a trucking concern approached me, in 
Chicago—I can’t tell you just exactly when it was, about a year ago, 
maybe, and wanted to inquire what it was about. They had learned 
of it. When I told them said, “Well, if it has to do with Federal 
commodities, we don’t want anything to do with it.” 

Mr. Houirtetp. Since Mr. Dunbar has announced cancellation has 
there been any interest shown by other trucking companies? 

Mr. Nickeu. We have had several letters come in asking what the 
plan was going to be. They wanted to know. And if they were in a 
position to handle the contract, they wanted to bid on it. So, we 
are keeping a record of those. We acknowledged those letters and 
we say, “Now, when the specifications are ready, it will be advertised, 
and since you have written in, specifications will be sent to you, and 
if you do decide that you don’t want to bid, I would like to have 
you write the reasons why, and send them back.” 

Mr. Houirrevp. That is the letter you sent out to them ? 

Mr, Nickxety. That is in the specifications. 

Mr. HowirreLp. Now, how many companies have indicated an inter- 
est in bidding on this reopened contract ? 

Mr. Nicxetu. I don’t know. I would say we have had 7 or 8 letters. 

Mr. Houtrtetp. Do you have the names of those companies with you 
at this time? 

Mr. Nicxeuu. No, sir. 

Mr. Horrman. If it isn’t too expensive, suppose we have copies of 
the letters for the record. 

(The material referred to appears in the appendix as exhibits 
1D-30D, pp. 467-477.) 

Mr. Hotrzman. Do you have any recollection of the names? 

Mr. Nicke.y. There was one concern from my hometown, Wagner. 

Mr. Horrman. Have any of them ever made any contribution to 
your campaign? We want to avoid all suspicion. This man you said 
youknew. <A neighbor. 

Mr. Nickey. He never made any contribution. 

Mr. Horrman. I think you should include that, Mr. Chairman, in 
order to avoid any acquiescence on the part of the committee in award- 
ing a contract to a campaign contributor. Certainly we don’t want 
to personally become involved in any such deal. 

Mr. Fountarn. If Mr. Nickell and Mr. Wolfe will, we would like 
to have you send us copies of those letters. 

Mr. Nicketi. We will send copies of the letters that have been 
written and made a note of it, inquiring about bids. 

Mr. Founrarn. Mr. Nickell, you say, now, you plan to submit this 
matter to competitive bids. Just how are you going to do it and what 
is your procedure going to be ? 

Mr. Nickeu. I can’t tell you for sure until the USDA is through 
with them. 

Mr. Fountarn. Can you give us a general idea on whether you 
expect to advertise in the newspapers or just how you expect to 
operate ¢ 
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Mr. Nickey. I expect to go to the State division of purchases and 
ask how they advertise. It will be a newspaper or in trade maga- 
zines—I don’t know. 

Mr. Fountarn. The Department has not as yet given you any in- 
structions as to how this should be done? 

Mr. Nicxetn. No. What I did, we spent about 10 days working 
over the solicitation for bids and proposals and the bid forms. You 
see it is quite extensive. We have debated hours and hours. We 
would sit and discuss this until almost midnight and say, “Well, that 
won't work. We will have to word it this way.” 

Johnny James in the USDA was the one they sent down and he was 
there for 2 days, wasn’t he? 

Mr. Worre. Yes. 

Mr. Nickxein. Then we received the proposals that we put there, 
tried to brush them up, polish them, and after we had what we called 
our rough draft, we will include with that the forms that have to be 
handled, which ones they have to supply—and then all of this, a copy 
has been sent to Oscar Beyer and I mailed one to the Division here in 
Washington so that Beyer wouldn’t have to keep his to study on it 
and make his notes and send it to Washington. 

Mr. Founrarn. When you complete your plan for requesting bids, 
would it be too much trouble for you to give this committee the benefit 
of the procedure which you expect to follow and how you expect to 
operate ? 

Mr. Nicxeiy. Well 

Mr. Fountrarn. When you get the plan in writing—if you do get it 
in writing—will you be in a position to submit it to us? 

Mr. Nicxeuu. The plan is the same as we are using now. That is one 
distribution system. The big change is the method of arriving at the 
rates. I think maybe I have that here. 

What we did, we listed the commodities by groups. Those com- 
modities that required dry storage, those commodities that required 
refrigerated storage, those commodities that require freezer storage. 
They are listed. The size of the unit was given and the gross weight. 
All through, all three of those divisions. 

Then we reviewed the percentage analysis of the past distribution: 

The following is a percentage ratio by storage of commodities made available 
during the years 1952, 1953, and 1953-54. The percentage of tonnage in dry 
commodities in 1952-58, was 37 percent. The percentage of quantities received 
for refrigerated storage was 23.6 percent. The percentage of materials received 
for freezer storage in 1952-53, was 39.4 percent. 

In 1953-54, the dry storage went from 30 to 64 percent. The refrigerated 
storage dropped from 23.6 to 11.9 percent. The freezer storage dropped from 
39.4 percent to 24.1—— 

Mr. Horrman. Do we need all those details? That goes to the fel- 
lows who want to haul it. 

Mr. Howirretp. It seems to me, Mr. Chairman, that they are arriv- 
ing at a good formula, and this may be very helpful to our committee, 
when we start talking to the people in the Department of Agriculture, 
to see if they are utilizing a commonsense commercial type of formula 
like this, throughout the United States, or whether they are just. let- 
ting people handle it willy-nilly. 

Mr. Fountain. How much longer is that formula, Mr. Nickell? If 
you would submit that to us we will appreciate it. We'd like to get the 
whole thing in the record. 
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Mr. Wotre. We will submit it to you after they have approved it. 
I understand they are revising it. 

Mr. Nicxety. I don’t know what revisions they will have. 

(The information referred to appears in the appendix as exhibit 
1K, p. 477.) 

Mr. Houirtevp. I didn’t want it to be read. I just wanted to have 
it in the record when he is allowed to give it to us. 

Mr. Founratn. Are there any other questions / 

Mr. Horrman. I have one or two. 

Now, you have this notice of cancellation. April 1, if I figure right, 
is coming up in about 14 days. Unless you or the Department of 

Agriculture hustle around a little bit, there isn’t anybody going to 
«et school lunches in Illinois; is there? 

Mr. Nicxett. They will get school lunches but they won’t have the 
surplus food commodities. 

Mr. Horrman. Do you mean they will have to go out and buy the 
food ¢ 

Mr. Nickexi. Outside the city of Chicago. 

Mr. Horrman. It looks as though you should get going, doesn’t it ? 

Now, a couple of other things: Somebody said “something about the 
rates, the charges being fixed “by the outlet and the recipient. Who 
is the ree ipient ! 

Mr. Nickey. The institutions who received them. 

Mr. Horrman. Then if you read this contract the way some people 
seem to think, you would have to go to every school, ‘wouldn’t you, 
to determine the charges? 

Mr. Nickens. And I have asked this question, and I don’t have an 
answer to it. How can we advertise for bids and award a contract 
if they are going to have to go back to the recipients? 

Mr. Horrman. That is to each individual school, and each indi- 
vidual school would have to agree on it with the contractor, the trucker, 
on what he was to pay, wouldn’t he? 

Mr. NIcKELL, Yes. 

Mr. Horrman. Is that practical? 

Mr. NickeE.u. No, and that is why I have the interpretation of that 
clause that I have. 

Mr. Hortrzman. On that point, if I may, my question was not 
directed merely so much at the manner of arriving at an overall pic- 
ture as it was on the fixing of responsibility for the determination of 
rates. 

Mr. Horrman. I wasn’t criticizing that at all. What I was trying 
to point out was, from a practical standpoint it just wouldn’t work if 
every school has to agree to a rate. 

Mr. Founrary. In m: ny of the States it is our understanding that 
they do contact recipients. 

Mr. Horrman. I don’t see how they ever do it. 

You had aimee “Is the condition of the commodities now 
received an improvement over other distributions?” Sixty-three per- 
cent said it was. “How does the volume now compare?” and 66 per- 
cent said it was greater. 

Then on the method of distribution, 73 percent—* Has the present 
method of distribution caused any increase in the price of lunches to 
students?” Seventy-three percent said “No.” 
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Now that was a comparison with the previous way. 
Mr. Nickey. Yes, sir. 

Mr. Horrman. Was that with the Illinois—— 
Mr. Nicxety. Public Aid. 

Mr. Horrman. Whose administration was that under? Wasn’t that 
Stevenson ? 

Mr. Nicxe.u. It was. 

Mr. Horrman. That is what I thought. 

So the Dunbar deal has turned out to be better for everybody, hasn’t 
it, in quality and in cost? Sureithas. That is what the thing shows. 

Mr. Reuss. Mr. Wolfe, have you ever had any financial interest in 
the trucking operations of Dunbar ? 

Mr. Wotre. Definitely not. 

Mrs. Reuss. What is your salary as chief of the school-lunch pro- 
rram ¢ 
: Mr. Wo tre. $665 a month. 

Mr. Reuss. Do you have outside income? 

Mr. Wotre. No, I have no other income. 

Mr. Reuss. No outside business interests ? 

Mr. Wotre. No, sir. 

Mr. Founrarn. You never accepted any gratuities or gifts from 
Dunbar & Co. 

Mr. Wo re. I got a box of cheese last Christmas. 

Mr. Horrman. Do you get any compensation for making political 
speeches around the country ? 

Mr. Wotre. No, sir. 

Mr. Naveutron. One thing was mentioned, that there were 100 
trucks involved in distributing this food. Do you know how many 
of those are Dunbar’s and how many belong to subcontractors ? 

Mr. Wo tre. No, I don’t. It was just a released statement and it 
said, “100 trucks.” 

Mr. Naveuton. Did I understand you to say Mr. Dunbar pays all 
warehousing costs? 

Mr. Wore. Yes. 

Mr. Naueuton. On food delivered to the Chicago Board of Educa- 
tion ¢ 

Mr. Wotre. Yes. 

Mr. Nicxeu. Unless they take what we call transfer of title. 

Mr. Wotre. He always has some warehousing. 

Mr. Nicxexu. He has to have warehousing there. 

There are certain products that Chicago can’t handle and he ware- 
houses them until they can take them over and we call that a transfer 
of title. 

Mr. Navenron. According to the Agriculture Department survey, 
in some cases when they had to make deliveries more ian once a month 
Mr. Dunbar aoared, commodities directly to the warehouse from 
the railroad siding. In that case the board of education took over 
and paid the storage costs and they got their own subcontractor to 
deliver them. Mr. Dunbar charged the full rates with the exception 
that he deducted 80 cents for the delivery within Chicago. Is that 
your understanding ? 

Mr. Wo tre. It would be in some instances but very seldom, because 
he would receive it at produce terminal and as soon as he signed for 
it and received it he had a storage bill. 
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Mr. Navueuton. He didn’t have to pay all storage costs necessarily 
because of this situation in the city of Chicago. 

Mr. Wotre. Yes. 

Mr. Horrman. We are going to have Mr. Dunbar here, Mr. Chair- 
man. 

Mr. Fountarn. Whatever the pleasure of the committee is. 

Mr. HorrMman. It is up to you, I assume. 

Mr. Ho.ir1ebp. I suggest we have the Department of Agriculture 
up here first and then if we want to have Mr. Dunbar we can have him. 

Mr. Horrman. They charge Mr. Dunbar got an excessive prolit. 
While I know of no Federal law that limits the profit in view of the 
present tax rate, 1 would say he ought to be here. 

Mr. Fountain. I might say this, Mr. Hoffman, I personally think 
he ought to be here and I think his books ought to be here and as far 
as I personally am concerned, both he and his books will be here. 

Mr. Horrman. Or his auditor 

Mr. Fountain. We want to thank you gentlemen for coming. We 
want you to know that our purpose has been to get facts. This is not 
something we enjoy doing, but we have a job to do and the only way 
we can get it done is to interview the people who have the facts. 
Again we want to thank you for coming. 

Mr. Horrman. I think that is the proper way, too. Are they ex- 
cused now 4 

Mr. Fountain. You are excused and we hope we won't have to call 
you back. 

(Whereupon, at 4:50 p. m., the subcommittee adjourned to recou- 
vene at the call of the chairman.) 
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DISTRIBUTION OF SURPLUS COMMODITIES 


(Investigation of Distribution Costs of Surplus Commodities 
Donated by the Department of Agriculture to Schools and 
Institutions in Illinois) 


WEDNESDAY, MARCH 23, 1955 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERGOVERNMENTAL RELATIONS, 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, I). C. 

The subcommittee met, pursuant to call, at 10:10 a. m., in room 
1537, House Office Building, Hon. L. H. Fountain (chairman of the 
subcommittee) presiding. 

Present: Representatives Fountain, Holtzman, Reuss, Holifield, 
Hoffman, and Krueger. 

Also present: James R. Naughton. 

Mr. Founratn. The subcommittee will come to order. 

I understand that we have with us this morning from the Depart- 
ment of Agriculture Mr. Oris V. Wells, who is Administrator of the 
Agricultural Marketing Service; Mr. Howard P. Davis, who is Act- 
ing Director of the Food Distribution Division; Mr. Oscar Beyer, 
area supervisor of the Chicago area of the Food Distribution Divi- 
sion, Agricultural Marketing | Service; Mr. George E. Cooper, Acting 
Deputy Solicitor; and Mr. Lee A. Dashner, Director, Program Ap- 
praisal and Audit Division. There may be others. Are there any 
others ? 

Mr. Wetrs. Yes. We have Mr. Hutchins, who is head of the direct 
distribution work of Food Distribution Division, and Mr. Jolin 
James, who is in the Chicago office and who also has some of this 
work. 

Mr. Fountatn. For the benefit of our witnesses, I would like to 
state that both Mr. Nickell and Mr. Wolfe, who appeared before the 
subcommittee last week from Illinois, were sworn before testifying 
and, since our questions today will cover the same situation that these 
gentlemen previously were asked about, there is always a possibility 
that we may discover some difference of opinion as to what the facts 
are. TI am sure you will agree that it would hardly be fair to Mr. 
Nickell and Mr. Wolfe for this subcommittee to take unsworn testi- 
mony which might possibly differ with their previous statements 
made under oath, and, therefore, if there is no objection, I believe 
we should ask each witness to be sworn before testifying. 

I would like for the record to show at this point that a quorum is 
present consisting of Mr. Holtzman, Mr. Reuss, Mr. Holitield, Mr. 
Hoffman, Mr. Krueger, and the chairman. 
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If any Members of Congress present should have some specific 
questions they would like to ask at an appropriate time, if there is 
no objection from the committee, that will be permitted. 

Mr. Wells, I understand that you have a prepared statement; but 
before you proceed, have you any objection to being sworn? 

Mr. Wrtts. No, sir. 

Mr. Fountarn. Will you raise your right hand. 

Do you swear that the testimony you are about to give the sub- 
committee will be the truth, the whole truth, and nothing but the 
truth, so help you God? 

Mr. We tts. I do. 

Mr. Fountain. You may go ahead, Mr. Wells, and proceed with 
any prepared statements you have. 

Mr. Weuts. Mr. Chairman, I am not too familiar with the procedure 
of this committee and we have tried to get a brief general statement. 
We have also tried to bring the people who are connected with the 
operations, and if there are any questions you want to raise I am going 
to ask them to help me from time to time. 

I will say that in this statement we on a number of occasions refer 
to the superintendent of public instruction of the State of Illinois. 
I would like it understood that this reference is also to the superin- 
tendent’s staff, if you allow me to say so, because I have no knowledge 
whether it is always a reference to the superintendent or to one of the 
immediate representatives. 


TESTIMONY OF ORIS V. WELLS, ADMINISTRATOR, AGRICULTURAL 
MARKETING SERVICE; ACCOMPANIED BY HOWARD P. DAVIS, 
ACTING DIRECTOR, FOOD DISTRIBUTION DIVISION; OSCAR 
BEYER, AREA SUPERVISOR, CHICAGO AREA, FOOD DISTRIBU- 
TION DIVISION, AGRICULTURAL MARKETING SERVICE; GEORGE 
E. COOPER, ACTING DEPUTY SOLICITOR; LEE A. DASHNER, DI- 
RECTOR, PROGRAM APPRAISAL AND AUDIT DIVISION; JAMES A. 
HUTCHINS, JR., CHIEF, DIRECT DISTRIBUTION BRANCH, FOOD 
DISTRIBUTION DIVISION; AND JOHN J. JAMES, JR., CHICAGO 
OFFICE, FOOD DISTRIBUTION DIVISION, UNITED STATES DEPART- 
MENT OF AGRICULTURE 


Mr. Wetts. In order to better understand the current situation with 
meen to distribution of surplus agricultural commodities to schools 
and charitable institutions in Illinois, and the position of the Depart- 


ment in working out a satisfactory solution, it is necessary to first re- 
view a few of the more important points regarding the general methods 
of operating the distribution of surplus commodities. 

The United States Department of Agriculture does not undertake 
to distribute surplus commodities directly to the ultimate recipients. 
This program is carried out through agreements between the Depart- 
ment and appropriate State agencies, whereby the State assumes re- 


sponsibility for all distribution within the State. The Department 
shi s the commodities in carload lots, freight prepaid, in both bulk 
and packaged form, to receiving points designated by the States. 
Under this agreement, title to the commodities passes to the State, 
upon arrival at the receiving point. However, in order to carry out 
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its responsibilities under the legislation governing this program, the 
Department lays down certain requirements, including the right to 
review and audit the States’ operations with respect to this program. 

In carrying out the program, the Department has followed the 
policy of placing as much responsibility as possible with the State, 
and keeping its requirements as broad as practical. Generally speak- 
ing, the Department, under its agreement with the States, requires 
that distribution be made only to eligible recipients, that the necessary 
care be taken to protect the commodities from spoilage or other losses, 
and that they be used in addition to normal food purchases. The 
States’ methods or administrative machinery for handling their re- 
sponsibilities for distributing the commodities within the State are 
up to the State. The Department is, of course, concerned in seeing 
that whatever setup is used by the States enables them to carry 
out the program in such manner as to insure their meeting our 
requirements. 

One of our basic policies is that the program, as operated by the 
State, must be nonprofit in the sense that the proceeds from any 
charges made to the recipients must be applied only to, and be no 
greater than, the cost of distribution to the State. Also in this 
case involving payments out of State and local school-lunch funds, 
the Department is concerned in seeing that charges are reasonable 
to schools participating in the national school-lunch program. The 
school-lunch regulations provide that all funds accruing through the 
operation of the program be used for the benefit of the program and 
to cover the following items: 

(1) Cost of obtaining the food, including transportation, 
processing, and storage ; 
(2) Cost of labor to prepare and serve lunches; and 
(3) Other nonfood costs such as cleaning materials, and re- 
pair and replacement of equipment resulting from program 
operations. 
However, the use of Federal funds as provided in existing instruc- 
tions is limited to reimbursement of the schools for the purchase of 
food. 

The within-State cost of distributing surplus commodities is a 
matter of concern to the Department, especially because Federal com- 
modities are involved. However, this matter is of greater concern 
to the State agency, both because it is responsible for administering 
the program with individual schools and because State and local 
governments in Illinois annually provide about $4 million to help 
support the program in the State. In addition, private organizations 
and groups in the State contribute over a million dollars annually to 
the program and approximately $18.5 million came from partici- 
pating children. Federal school-lunch program cash used in Illinois 
in fiseal year 1954 totaled $2,453,861. In other words, since the inaug- 
uration of the national school-lunch program, annual expenditures 
from Illinois sources have far exceeded the amount of Federal funds 
entering the program. 

The Department has had no objection to the States’ use of com- 
mercial companies for distributing commodities. This, of course, 
presupposes that companies performing these services for the State 
realize a normal profit from their operations. There are a number 
of States which employ commercial trucking firms and commercial 
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storage facilities. There are some States where the contract with 
commercial companies also provides for certain administrative func- 
tions, over and above regular trucking and warehousing operations. 
As long as any of these types of operations have been performed at 
reasonable cost to recipients and have been consistent with our require- 
ments and on a nonprofit basis to the State, we have raised no 
objection. 

The Department had, State by State, for some time prior to 1952 
been urging as close a working relationship as possible between the 
groups distributing commodities and those administer ing the national 
school-lunch program (a cash grant-in-aid program). This was felt 
desirable for many reasons, particularly from the nutritional aspects, 
as well as insuring the best possible utilization of the increasing 
nmounts of commodities being made available to the school- lunch 
program. In June 1952, the responsibility for distributing commod- 
ities in the State of Illinois was assumed by the Illinois superintendent 
of public instruction. 

In accepting this responsibility, the superintendent of public in- 
struction, rather than setting up extensive organization oul facilities 
for the distribution of ‘euauaidhans entered into an agreement with 


Dunbar & Co. to handle the total job for him. This contract called 
for a number of administrative functions normally carried out. by 
State governmental agencies. in addition to the storage and transpor- 
tation of the commodities. These administrative responsibilities in- 
cluded working out with the recipients the quantities of commodities, 
on the basis of those available to the State, that each of the recipients 


could use. These functions also included keeping all records on the 
receipt and delivery of the commodities. This contract was not in 
violation of any of the Department’s policies or instructions. 

In line with the Department’s policy, we did review this plan of 
operation and the proposed rates. Although we suggested that a 
plan similar to that in Michigan, involving contracts with a number 
of concerns, might be preferable, the superintendent insisted that he 
wanted to deal with only one firm. We also questioned the amount 
of the rates. However, we did not refuse to allow the rates subse- 
quently agreed to between Dunbar & Co. and the superintendent, since 
they were set on a temporary basis until sufficient experience would 
warrant revision. The Department, from time to time, further ques- 
tioned the amount of the rates being charged by Dunbar & Co., and 
although some revisions or reductions were made subsequently, such 
reductions were not what we r egarded as sufficient. 

As a result of an audit of our records in early 1954, the General 
Accounting Office also raised the question as to whether the rates 
being charged by Dunbar & Co. were reasonable. Since this contract 
Was a State matter—between the State of Illinois and Dunbar & Co.— 
and since all other aspects of the operation were satisfactory and the 
costs were being borne in the State, we tried, over an extended period, 
to persuade rather than force the State to reduce the rates. However, 
it became clear that it would be necessary for the Department to de- 
velop specific or factual information, so that we decided to conduct an 
audit of Dunbar’s operations to determine the reasonableness of his 
costs. This audit, requested in November, was scheduled for January 
of this year. 
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When the Department requested permission to ex camine the finan- 
cial records of Dunbar & Co. to ascertain his costs and arrive at some 
evaluation of his rates on the basis of his costs, Mr. Dunbar refused 
access to the firm’s financial records. On this, as well as previous 
occasions, Mr. Dunbar did make his commodity records available to 
us. Since the Dunbar contract contained a provision patterned after 
our standard contract with States under which we audited State 
financial records, we at first believed that it permitted our access to 
all his records, both commodity and financial, pertaining to work 
performed under the contract. However, upon review of the contract 
in its entirety and in considering the relationship between this provi- 
sion and other provisions of the contract, the Solicitor’s Office con- 
cluded that since this Department was not a party to the contract it 
could not legally challenge Dunbar’s contention that the contract did 
not authorize this Department’s examination of his financial records 
when such interpretation was concurred in by the State. 

As an alternative, when an audit of Dunbar & Co. cost or financial 
records were not permitted, the Division of Program Appraisal and 
Audit (Agricultural Marketmg Service) conducted a survey, using 
available tariff information relating to trucking and warehousing 
costs in Illinois, to arrive at a computed or estimated fair rate for the 
services being rendered by Dunbar & Co. Lacking any specific justifi- 
cation by Dunbar or the State, we considered that the results of this 
survey showed that the rates being charged by Dunbar & Co. were 
excessive. 

Following completion of the survey on February 25, 1955, a copy 
was furnished the Illinois superintendent of public instruction. He 
was informed, in writing, by the Chicago area supervisor of our Agri- 
cultural Marketing Servic e, Food Distribution Division, on March 3, 
1955, that the State of Illinois would have to present concrete evidence 
to the Department, within 2 weeks, of specific plans to either lower 
the current rates to a reasonable level or provide some other method 
of distributing surplus commodities in Illinois that would insure no 
more than a reasonable cost to the recipients. The Food Distribution 
Division area supervisor met with the superintendent of public in- 
struction and Mr. Dunbar, in Springfield, I1l., on March 3, 1955, and 
the superintendent requested Dunbar to agree to substantial reductions 
in the specific rates being charged per unit, by commodity. Mr. 
Dunbar refused to make these reductions, and immediately gave ar 
superintendent of public instruction a written notice that “Dunbar ¢ 
Co. was terminating its contract with the State of Lllinois, effective 
in 30 days, in accordance with a termination provision in his contract. 

In order to maintain uninterrupted distribution of surplus com- 
modities to the schools and institutions in the State of Illinois, it will 
be necessary for the State superintendent of public instruction to make 
new plans ‘for distribution in his State very quickly. The Depart- 
ment’s Chicago office has been pledged to work very closely with him 
on this and to offer him every assistance in working out the necessary 
plans. The superintendent has informed us that ‘he plans to invite 
competitive bids, by public announcement, in the very near future, to 
secure another contract providing for the similar statewide services 
by one commercial company, as provided in the present contract with 
Dunbar & Co. The Department will, of course, insist that the accept- 
ance of any bids will be contingent upon the rates proposed in the 
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accepted bid being reasonable, and upon the contract providing for 
Federal audit of the contractor’s cost accounts. Since the Depart- 
ment has enjoyed the most cordial and cooperative relations with the 
State superintendent of public instruction, although differing with 
him as to this question, we have every reason to believe that it will 
be possible to work out a plan for future distribution of surplus com- 
modities in the State of Illinois that will be satisfactory to all parties 
concerned. 

Mr. Founrarn. Thank you, Mr. Wells, for your statement. I am 
sure some of the members will have some questions on the material 
which you have covered. But before we get to that, there is one 
very important matter I would like to bring up. 

Last week Mr. Nickell told the subcommittee that he had sent out 
notices to the schools in Illinois advising them that after the cancel- 
lation of the Dunbar contract takes effect on March 31, there would 
be no delivery of surplus food until this matter is worked out. Now 
this committee most certainly does not want to see the schoolchildren 
of Illinois deprived of this food, and I am certain that this can be 
prevented. I would like to ask you this: What action has the De- 
partment of Agriculture taken to make certain that the schoolchildren 
of Illinois will continue to receive this food pending the approval of 
a plan by the State superintendent of instruction in Illinois 

fr. Wetis. Mr. Chairman, we have offered our cooperation to Mr. 
Nickell in connection with any arrangements he may work out. We 
do not want to see distribution stopped. I must say at the same 
time, however, that we do not directly distribute food if there is any 
other way to operate. 

Mr. Fountain. I understand that. But in the event they are 
not able to work out a system satisfactory to you in the State of 
Illinois for some time, say a period of several weeks after the can- 
cellation of this contract, what is your agency prepared to do to the 
end that these children will continue to get this food ¢ 

Mr. Weuts. Mr. Chairman, we think it is the responsibility of the 
State of Illinois under our agreement with Tllinois to work out those 
arrangements rather than our responsibility. 

Mr. Fountatn. In other words, you feel that having entered into 
a contract with the State of Illinois, or with the superintendent of 
public instruction representing the State of Tlinois, it is his primary 
responsibility to work this matter out, and that in the meantime, if 
for some reason it isn’t worked out in time and the schoolchildren 
don’t get the food, it is their responsibility ? 

Mr. Wetts. I think the answer within limits is,“ Yes.” I am not say- 
ing, Mr. Chairman, that it is a situation we would allow to continue 
indefinitely. But the basic philosophy under which they administer 
this program is that we are operating with the States; we are assign- 
ing the responsibility to them. We are keeping our arrangements 
as broad and flexible as possible to meet the needs of the State, and 
for us to enter into direct distribution is, I think, a very serious step. 

I would like to ask Mr. Beyer, if I might, who is our Chicago area 
supervisor, whether he wants to amplify on our statement as to our 
willingness to cooperate, with Mr. Nickell. 

Mr. Founrarn. Will Mr. Bever raise his right hand and be sworn? 

Do you swear that the testimony you are about to give the sub- 









we we 


eT 


~ nr” 





Sea eee 


Le hb Lia 


eens eee 
TRE SY FIRS 


Teer ae 


DISTRIBUTION OF SURPLUS COMMODITIES 97 


committee will be the truth, the whole truth, and nothing but the 
truth, so help you God ? 

Mr. Bryer. I do. 

Mr. Chairman, we have advised the State agency that we would 
be willing to place carload shipments at any designated points within 
the State. We have also given them as much information as we can 
as to how they could best implement distribution under that sort of a 
temporary arrangement, using their field people, for example, at 
carload receiving points, making the distribution directly out of the 
car, and getting receipts from the recipients as they call for the 
commodity. We also spent a good deal of time, 2 days’ time, in the 
State office, and when I say “We” I mean either myself or a repre- 
sentative of the office, in arranging the best distribution and dis- 
position of commodities which had already been received and which 
were already in transit. And we are perfectly willing to give the 
State agency all the planning help that we possibly can in implement- 
ing distribution on what Mr. Wells calls a temporary arrangement. 

Mr. Founrarn. In other words, in the event of an emergency situa- 
tion, pending a definite plan for a continuation of this program in 
the State of Illinois, your agency has taken such preliminary steps 
as you feel are necessary as a part of your responsibility to enable the 
State of Illinois to in turn carry out its responsibility. 

Mr. Bryer. Yes, sir. 

Mr. Fountain. Now it is true, is it not, Mr. Wells, that 46 States 
have school lunch programs which do not depend on a commercial 
firm to handle administrative work ¢ 

Mr. Wetts. I think that is correct. May I refer this to Mr. Davis? 

Mr. Fountain. Please raise your right hand. 

Do you swear that the testimony you are about to give the subcom- 
iittee will be the truth, the whole truth, and nothing but the truth, 
so help vou God ¢ 

Mr. Davis. I do. 

Mr. Chairman, we have what amounts to different arrangements in 
just about every State in the Union. It is extremely difficult to throw 
them into groups and say this group of States operates this way and 
that group of States operates in another way. We do have only 2 
States that operate the way Illinois does. We have 28 States that make 
some charge of one sort or another to the recipient and an additional 
iS States that use commercial firms in making arrangements for these 
shipments. In many States they operate normally pretty much along 
the line that Mr. Beyer had proposed to Illinois as a temporary meas 
ure, that is, shipping in carload lots to receiving points within the 
State and then the recipients coming to that point and picking up their 
commodities. 

Mr. Fountain. In other words, by sending food in carload lots, say, 
to Chicago, and to ne 9g steers or any other points designated by the 
superintendent of public instruction, from those points they should be 
ible to work this matter out pending approval of a final plan of 
distribution ? 

Mr. Davis. That certainly is true. Asa matter of fact, in your own 
home State that is the way distribution is normally carried out, and 
they get very good coverage of all the recipients, the eligible recipients 
in the State. 
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Mr. Fountain. In other words, Mr. Wells, you believe that if both 
the Department of Agriculture and Mr. Nickell really want to get 
this food to the children and will exert every effort to do so they will 
be able to accomplish it ? 

Mr. WEtIs. Yes. 

Mr. Fountarn. Are there any questions the members of the com- 
mittee would like to ask? 

Mr. Holtzman ? 

Mr. Hourzman. You say now that there need not necessarily be 
any hiatus in the distribution of these lunches; is that correct ? 

Mr. Wetts. Well, Mr. Holtzman, let me clarify my answer a bit. 
First of all the base on which the Illinois food program is built is a 
$25 million a year program of which the schoolchildren themsleves, 
I believe, pay $18 million for lunches. The State puts in $4 million, 
private interests $1 million, and we put in $2,453,861. Clearly the 
surplus food distribution is a very small part of the Illinois State 
program. It is my understanding that Dunbar & Co. has been ren- 
dering excellent service. We think their charges are excessive, but 
they have been rendering a kind of service which is as good as any I 
know anything about in terms of actual delivery to the schools. So 
from the standpoint of causing a hiatus in the school lunch program, 
I don’t think it will cause much of a hiatus. I doubt if the temporary 
arrangements will be as satisfactory as the arrangements they have 
had in the past, but I think we ought to be able to work out some 
reasonable arrangements if the State of Illinois desires to do so. Our 
relations with Mr. Nickell, I am told, have been very good indeed. 

Mr. Hortzman. Suppose Mr. Nickell again insists that one person 
have exclusive distribution rights in the State of Illinois, would your 
answer be the same? 

Mr. We ts. I think our answer to Mr. Nickell depends partly and 
chiefly on what rates come forward. We try to give as much latitude 
as possible to the people within the State, and he is perfectly free so 
far as we are concerned to divide this job up between different con- 
cerns. If he cares to try to negotiate with one concern, we don’t feel 
that we should try to stop him from doing so. Our question is, are the 
charges reasonable when the arrangement is finally worked out ? 

Mr. Hourzman. Well then, I take it that it is your position that 
even at this point, if Mr. Nichell should elect to deal with one indi- 
vidual and give him an exclusive right within the State, you would 
have no objection per se to that? 

Mr. We ts. Correct. 

Mr. Hoirzman. Your only concern would be with the amount of 
the rate charged; is that so? 

Mr. We tts. We want reasonable costs and reasonable service. 

Mr. Horrzman. Based upon the intent of Congress in setting up 
the law ? , 

Mr. Wetus. Yes. 

Mr. Houtrzman. Well, would that be nonprofit except for a normal 
profit in the distribution ? 

Mr. Wetts. Yes. To me a normal profit is a normal cost. Let me 
say this, when I say reasonable rates I am not specifying an exact 
cost. I want to work through industry. 
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Mr. Hourzman. That was your sole concern during the tenure of 
the agreement when the Dunbar Co. and the State signed an agree- 
ment ? 

Mr. Wetts. Yes. 

Mr. Hourzman. Rates? 

Mr. Wetts. Rates—that is correct. When I say correct, so far as 
we personally were concerned it was our sole concern. There is a lot 
of detail about this that I am not personally concerned with. 

Mr. Fountain. Mr. Reuss. 

Mr. Reuss. Mr. Wells, while this $2 million annual item for sur- 
plus foods is only approximately 10 percent of the total value of the 
school lunch program, it is nevertheless an important contribution to 
it and it means the difference between getting a lunch and not getting 
a lunch for a good many children of marginal parents who couldn't 
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afford a more expensive lunch; is that not so / 
. Mr. Weuus. We may be talking about different things. We make 
1 a Federal cash grant of $2,453,861 to the State of Illinois. That is 
not involved at all. — ; | 
Mr. Reuss. What is the value of the surplus foods granted in addi- 
) tion to the additional cash in the lunches? 
Mr. Davis. In 1954 fiscal year the total value of the surplus com- 
; modities was $3,741,088. ; 
. Mr. Reuss. Well, my point, Mr. Wells, is this. 1 would like to 
. see whether you agree with me that $3 million worth of surplus com- 
. modities is an important part of the Illinois school-lunch program, 
and its failure to reach the children of linois even for a short time 
. would mean, would it not, that many children would simply be priced 
» out of the school-lunch program and would have to make some other 
provisions ? 
d Mr. We tts. It is a valuable contribution, but I would like to refer 
. to Mr. Beyer. 
. Mr. Beyer. I don’t think they would be priced out of the school- 
‘ lunch program. It means their lunches might not be quite as attractive 
s] and not quite as good. é 
i Mr. Reuss. If they had to make up those calories from nonsurplus 
products, wouldn’t you have to add that to the cost of the program? 
t Mr. We ts. It is a very valuable contribution. 
: Mr. Reuss. I would like to ask this further question. I understand, 
d Mr. Wells, your point that nn in the first instance, must 
and should rest on the Illinois Department of Public Instruction for 
the orderly, economical distribution of these surplus commodities, what 
of I would like assurance on now from you, and perhaps after consult- 
ing your staff, is that on April 3, 1955, when the 30-day notice of 
t cancellation takes effect, the schoolchildren of Illinois will be assured 
” ; by you of the Agricultural Marketing Service, if the Illinois Depart- 
4 ment of Public Instruction breaks down you will see to it that the 
; orderly distribution of surplus commodities is not interrupted. 
a & Mr. Wetts. Well, I feel I am in no position to give such assurance. 
‘ . am willing to exert every effort to work with the State of Illinois, 
ne ut 1t seems to me for me to give assurance that the Federal Govern- 
- © ment is ready to step in on April 3 and take this over would tie my- 
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Mr. Reuss. Then you are prepared for whatever hiatus or cutting 
ott of the food-distribution system is necessitated by the Illinois De- 
partment of Public Instruction’s failure to make a settlement on 
April 3? 

Mr. Wetts. I sincerely hope we will be able to work something out, 
but I don’t feel that I can give assurance that if a plan is not worked 
out we will stand ready on the day the contract expires to step in 
and take over the operation. It is a very complicated operation and 
we have tried our best to avoid it. 

Mr. Reuss. Today is March 23. That is 2 weeks away from March 
23 to April 3, roughly speaking, and no arrangements have yet been 
accomplished for the ae distribution on and after April 3, 1955, 
of these surplus foods in Illinois State; is that right ¢ 

Mr. Wetts. Well I understand that Mr. Nickell and his staff is 
working on that. I would just like to have Mr. Beyer amplify a bit 
if I may. 

Mr. Beyer. If | may make a statement or two in that connection. 
To begin with, the commodity distribution in Illinois will be com- 
pleted within another day or two. The commodities that are deliv- 
ered in March are for April utilization, so that the schools will have 
commodities, generally speaking; and we were told yesterday while 
we were at the airport that distribution is being made to every eligible 
outlet in the State. So they will have commodities covering April 
utilization. Generally speaking, schools on very rare occasions use 
all the commodities the month that they are intended for. They have 
a carryover of inventory. So it is quite reasonable to assume that 
there will be some carryover of inventory. Chicago schools, because 
of their large participation, are being given some carload lots, which 
we hope will hold them over. And talking about carrying inven- 
tories over, I had a talk with the purchasing agent of the Chicago 
schools, and he told me they had approximately 50,000 pounds of 
cheese on hand, which I am sure is going to carry them until the end 
of the school year. 

In the meantime, we have offered the State agency assistance in 
connection with continued distribution on a temporary basis. If I 
may say so, I feel that, although the commodities are an important 
factor, there are times and have been times when we have had prac- 
tically no commodities in school lunches, and they continued to grow 
in spite of and despite that fact. So I feel that actually children 
will not be deprived of lunches because of this quite temporary short- 
term commodity-distribution deficiency. It is likely that the meals 
may not: look or be as complete as they were, but I don’t think the 
children would actually be destined of meals, because commodity dis- 
tribution works on an accordion basis. We have times of plentiful 
supplies and we have times of very small supplies, and even during 
a period of small supplies the school-lunch program grows and grows 
and grows, and on an average of 10 percent a year. 

Mr. Reuss. What you are saying, Mr. Beyer, as I understand it, 
is that maybe surplus food will be cut off to the Illinois schoolchildren 
as opposed to the schoolchildren of the other 47 States on and after 
April 3, 1955, for an undetermined time, and that in your opinion 
that won’t matter very much because they will get something to eat 
anyway. 
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Mr. Breyer. What I am saying is I don’t think it will deprive chil- 
dren of lunches as such. I think they will get lunches. It may mean 
that those lunches might not be quite as substantial or have as much 

variety as they have ri ight now. 

Mr. Reuss. Well, Mr. Chairman, in conclusion, I would just like to 
record my feelings here. Personally, I think it is the responsibility 
of the Agricultur: ‘al Marketing Service to see that something is done 
after April 3 if Illinois fails to live up to its responsibility, and I 
would be very distressed to find that surplus commodities are cut off 
to the schoolchildren of Illinois. I would hope that the Adminis- 
trator and his staff would prepare now, at least in skeleton form, 
measures to be used if the Illinois department fails in its respon- 
sibility. 

Mr. Founrarn. I gather from what you gentlemen have said that 
you are going to do everything you can to carry out your end of the 
vesponsibilities as Federal agents, and that from that point on you 
feel it is the responsibility of ‘the State agency. 

Mr. Weuts. I think that what Mr. Beyer is trying to say is that 
during the month of March the deliveries are being made of the com- 
modities and will carry most, if not all, of the schools through April 
in terms of saving the lunches. Secondly, that we will go as far as 
we can, 

Now I would like to say that if it appears there is a hopeless 
impasse, I would be just as distressed as Congressman Reuss in cutting 
off these supplies, because these commodities are butter, cheese, dried 
milk, and dried beans—foods which are very nutritious and which are 
also associated with the problem of surpluses, Mr. Congressman. 

Mr. Fountain. I personally don’t think the Fede ‘al Government 
should go into distributing food all over the State of Lllinois. The 
important thing is to do everything you can at the Department of 
Agriculture, to “the end that the appropriate officials in the State of 
Illinois carry out that responsibility. 

Mr. Holifield, do you have any questions ? 

Mr. Houtrrevp. I yield to the gentleman on the other side of the 
table, Mr. Chairman. 

Mr. Krurcer. Mr. ( ‘hairman, it has been said here by my colleague, 
Mr. Holtzman, that Mr. Nic ‘kell, the superintendent of public instruc- 
tion of Illinois, may again designate a certain party to carry out the 
delivery of these commodities to the various schools. If I remember 
correctly, Mr. Nickell assured us that he is calling for competitive bids 
to carry out this program. Now then, if he does that and receives a 
number of bids, no doubt he will designate the low bidder to handle 
it provided the bidder is qualified to carry out the program. 

Mr. Founrarn. That is true. At the same time the Department 
has made certain requirements. The prices must be reasonable. They 
must have the authority to audit the financial statements of the ex 
clusive agent whom Mr. Nickell may award the contract to, and they 
have made certain other requirements. What we were talking about 
was if in the interim before the contract is awarded they need food. 
we want to be sure they get it. We were trying to find out what the 
position of the Department would be and how far it could go in co- 
operating with the State agency, to the end that the c hildren continue 
to get the food until the contract is awarded. 
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Mr. Krvecer. It would appear to me that the State of Illinois 
certainly is concerned about this program and will exert every effort 
to bring about the distribution of these commodities. I don’t think 
we ought to worry a great deal about it right now. It is all right to 
talk about it here. As a committee we are concerned that this program 
is carried out properly. 

Mr. Fountain. Mr. Krueger, my inquiries were prompted by the 
statement that Mr. Nickell made that as of a certain time the food 
supply would be cut off, and that is the reason we wanted to find out 
just what the situation would be. 

Mr. Hourzman. Mr. Chairman, as a matter of fact, if I recall Mr. 
Nickell’s testimony correctly, it was he who expressed that great con- 
cern that something must be done now. 

Mr. Founrarn. That is right. 

Mr. Houirzman. Now this is the allegedly responsible official of the 
State of Illinois expressing concern that the children in his State 
will not be getting a school-lunch program. 

Mr. Fountarn. I personally feel that he was putting himself in a 
position where if something serious happens and they don’t get. it, 
either the Department of Agriculture or someone else could be blamed 
for it. 

Mr. Krvurcrer. May I ask, Mr. Chairman, will the Department of 
Agriculture continue to deliver these commodities to the State of Ili- 
nois at the delivery point by carload lots? 

Mr. Wetts. I may say, Mr. Chairman, we have, as we have tried 
to say, indicated we will enter into any reasonable temporary arrange- 
inent even though it may not be a permanent arrangement. As a 
matter of fact, Mr. Beyer told Mr. Nickell that, if necessary, we would 
be willing for him to break the State down into districts and work 
through them, although we prefer to work through one State agency. 
We are perfectly willing to continue to deliver in carload lots. 

Now Mr. Nickell’s position, I think, is this, that the contractor has 
been handling the receipt and accounting for those commodities rather 
than Mr. Nickell’s direct staff, so he does have a problem and one 
that I appreciate. 

In the meanwhile I would say that my attention has been called to 
the fact, Mr. Chairman, that it is doubtful if we have the legal au- 
thority to directly distribute these particular commodities even if we 
should desire to do so. I would not want to give a direct answer on 
that question. But most of these commodities are being distributed 
under the authority of section 416 of a portion of the Commodity 
Credit legislation. The donation by the Government and the funds 
that can be used to transport, process, and otherwise handle those 
commodities are controlled by this legislation which I think only 
provides funds to the point where the commodities are turned over 
to the appropriate State or other agency. So we would have to take 
a look at the language involved, and I am not sure whether we could 
work it out within that language or not. 

Mr. Horrman. Am I correct in understanding that the Agricul- 
tural Marketing Service has neither the money nor the legal authority 
to distribute foods to the schools ? 

Mr. Wetts. The Solicitor’s Office tells me that we may not have the 
legal authority. But section 416 provides certain funds, and since 
the Congress lays down the extent to which Commodity Credit funds 
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may be used in handling these commodities, it is a point we would have 
to examine at length. 

Mr. Founrarn. One other question along that line before I get 
to Mr. Holifield. You do have a clause in your contract with the 
superintendent of public instruction whereby you can cancel that 
contract within 30 days or 30 days’ notice, don’t you? 

Mr. We ts. It is an agreement rather than a contract. 

Mr. Founrarn. An agreement. So that if you come to the con- 
clusion that the present agency in the State of Illinois, assuming 
this responsibility is not going to assume it properly, you have the 
authority to negotiate a contract with some other State agency, do 
you not ¢ 
’ Mr. Werrs. Well we would either have to do that or negotiate 
with a set of school systems or some other subagencies, but may I 
say, basically that is a philosophy which we do not prefer to work on. 
We much prefer to work through the State Government and have gone 
to great lengths to endeavor to do so. We have been rather long 
suffering in trying to get this situation corrected, may I also point 
out. 

Mr. Founratn. Mr. Holifield. 

Mr. Horirretp. Mr. Wells, you take the responsibility for this pro- 
‘am as far as the Department of Agriculture is concerned, do you? 
Mr. We ts. Yes. 

Mr. Houtrteip. You are the man in charge of distribution ? 

Mr. We tts. Yes; it is assigned to the Agricultural Marketing 
Service. 

Mr. Hoxtrretp. Commodity contracts of $3,741,088 is approximately 
25 percent of the program ? 

Mr. Wetis. When we have added the surplus commodities, Mr. 
Holifield, the base will go up to close to $28 million, a little less than 
20 percent. 

Mr. Hortrrevp. A little over 20 percent. I notice that you said the 
rates originally between Dunbar & Co. and the State were set on a 
certain basis. How many months did those rates have effect ? 

Mr. Wetts. It was my understanding that our people originally 
approved these rates with an understanding they were temporary 
rates and they would be reviewed within 90 days or from time to time 
as experience developed. Now, basically the rate structure continued, 
I beheve, for about 27 months with only minor restrictions or reduc- 
tions. There were some reductions made from time to time, but 
the basic rate structure remained close to the original. 

Mr. Ho.trtecp. When you agreed to those rates that were first pro- 
posed at your initial rate conference meeting, did you check those 
rates against the published tariff rates for transportation in Illinois, 
warehousing, ordinary commercial warehousing rates, and reasonable 
administrative costs? 

Mr. Bryers. In that connection, the rates were on a per unit basis 
and were not broken down by warehousing. 

Mr. Hottrievp. I realize that. Why did you agree to such a sched- 
ule of unit rates when it was contrary to regular transportation and 
commercial procedures ? 

_ Mr. Beyer. Actually we didn’t agree to the rates. We had definite 
information to the effect that those rates were temporary. They were 
63116—56——8 


Yr 
S 


— 





104 DISTRIBUTION OF SURPLUS COMMODITIES 


agreed as temporary and that they would be in effect 90 days at which 

time a complete review would be made. On January 28, if I remember 

the date correctly, we wrote Mr. Nickell and reminded him that the 
rates were to be reviewed at that time. 

Mr. Houirtetp. Was that 90 days after—— 

Mr. Beyer. It was 4 months, about. 

Mr. HotirreLp. Were the rates reviewed at that time / 

Mr. Bryer. The rates were reviewed from time to time at that time 
and after that right straight through 1952-53. 

Mr. HowiFretp. You would not tell this committee, though, that 
any substantial review of the rates was made at the termination of 
90 days or 120 days, would you ¢ 

Mr. Bryer. I would say that a review was made. I don’t know 
that you could call them substantial because they weren't broken down 
by what constituted the rates but rather compared with rates of other 
States, 

Mr. Houirietp. And what was the result of that ees" 

Mr. Bryer. It was agreed by us, and when I say “us” I mean the 
Department, that the rates were excessive and that ‘abe cette ought to 
be reduced, and some rates were subsequently reduced. 

Mr. Houirtetp. Subsequently. How long was it before they were 
reduced ? 

May I have the list there of the revision of those rates? 

Mr. Beyer. At intervals. 

Mr. Hourrrenp. On what date was the original contract signed / 

Mr. Beyer. The contract, as stated, was signed on June 13, 1952 
That was when the State agency executed an agreement with Dunbar 
& Co. 

Mr. Houirrevp. All right. Now, if I have been correctly informed 
by this Report of Survey, M (5) 5—IIl.—800, exhibit H, in Sep- 
tember of 1953, which was some 15 months later, your first revision 
occurred on dried beans. 

Mr. Bryer. Yes, sir. 

Mr. Horirtevp. So this temporary contract stretched out until 15 
months before a revision was made upon one item. 

Mr. Beyer. That is right. 

Mr. HoxiFieip. Then, in January 1954, which was some 9 months 
later, another revision was made, I believe, and going back to Sep- 
tember 1953, I see 2 other revisions were made. So you had 3 revi- 
sions in 15 months. You had your fourth revision, fourth, fifth, and 
sixth, and sevent revisions in 19 months. Do you believe that that was 

carrying out your responsibilities to expeditiously determine whether 
these rates were proper or not ? 

Mr. Bryer. Well, if it is permissible, I would like very much to 
indicate here how many times and how often we encouraged and dis- 
cussed rates with the State agency. 

Mr. Hourrrexp. I think that would be in order. Go right ahead. 

Mr. Bryer. In line with our policy of developing closer working 
relationships with State school lunch agencies, we opened preliminary 
discussions with representatives of the Illinois State Department of 
Public Instruction regarding the distribution of commodities as soon 
as we were apprised of the intention of the Illinois Public Aid Com- 
mission to withdraw from the commodity distribution program. 
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The distribution of commodities to school lunch programs in Illi- 
nois by the Illinois Public Aid Commission was a carryover from the 
period of commodity distribution to needy families. The steady 
decline of distribution to needy families and final elimination entirely 
of such distribution and the steady and increasing emphasis on distri- 
bution to school lunch programs resulted in our looking to the State 
department of public instruction for cooperation in this connection. 

Since so much emphasis was being placed on proper storage in 
schools, best possible utilization of commodities, better meal planning 
through use of commodities, and better nutrition, it had for some time 
been our policy to develop a closer relationship between commodity 
distribution and the school lunch program. Distribution adminis- 
tered by the agency administering the national school lunch program 
seemed like an ideal manner in which to accomplish this objective. 

When the State department of public instruction decided to take 
over the administration of the commodity distribution program in 
Illinois, the area office, in accordance with established practice, offered 
cooperation in reviewing such plans as the State department of public 
instruction had developed. 

Mr. Houirrerp. Hold it a minute. 

Apparently, Mr. Chairman, he has a statement there that is several 
pages long. ‘The House is in session and our time should not be taken 
up by reading the paper at this time. I thought he had one page. 

Mr. Fountain. If you can extract from that statement that portion 
which relates to the number of times 

Mr. Houirtevp. I am perfectly willing to have the statement put 
into the record. I don’t want the history. 

Mr. We ts. I think it should go into the record, Mr. Chairman. 

(The statement by Mr. Beyer was inserted into the record and is as 
follows :) 





STATEMENT OF OscAR BEYER, AREA SUPERVISOR, CHICAGO AREA, Foop DISTRIBUTION 
DIVISION, AGRICULTUBAL MARKETING SERVICE 


In line with our policy of developing closer working relationships with State 
school lunch agencies, we opened preliminary discussions with representatives 
of the Illinois State Department of Public Instruction regarding the distribu- 
tion of commodities as soon as we were apprised of the intention of the Illinois 
Public Aid Commission to withdraw from the commodity distribution program. 

The distribution of commodities to school lunch programs in Illinois by the 
Illinois Public Aid Commission was a carryover from the period of commodity 
distribution to needy families. The steady decline of distribution to needy 
families and final elimination entirely of such distribution and the steady ané 
increasing emphasis on distribution to school lunch programs resulted in our 
looking to the State department oi public instruction for cooperation in this 
connection. 

Since so much emphasis was being placed on proper storage in schools, best 
possible utilization of commodities, better meal planning through use of com- 
modities, and better nutrition, it had for some time been our policy to develop 
a closer relationship between commodity distribution and the school lunch 
program. Distribution administered by the agency administering the national 
school lunch program seemed like an ideal manner in which to accomplish this 
objective. 

When the State department of public instruction decided to take over the 
administration of the commodity distribution program in Illinois, the area office, 
in accordance with established practice, offered cooperation in reviewing such 
plans as the State department of public instruction had developed. 
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The plan as proposed by the State agency assured prompt and efficient monthly 
distribution of commodities and also provided for additional personnel, both 
office and field, to assure acceptable commodity accountability. We do not 
hesitate to state that a very good job has been accomplished in that connection. 

We did, however, make some suggestions, namely, that commodities be made 
available to institutions wherever possible in carload lots or split shipments, 
permitting the institutions to arrange for their own hauling and storage and 
thereby eliminating any charge for such services by an outside concern. The 
same suggestion was offered for Chicago and any other cities which might use 
car lots or split shipments of commodities. These suggestions were declined 
on the premise that every institution, school, or district in the State, regardless 
of location, pay on the basis of statewide uniform rates. Our inquiry regard- 
ing competitive considerations was answered with a statement that other 
trucking firms had been contacted and only Dunbar & Co. was interested. 

We did not approve the rates as being proper because they appeared high 
compared to rates in other States. Our objections were stated and we were 
advised that these rates were to be considered experimental, and that a com- 
plete review would be made after a 90-day trial period, and further, that reduc- 
tions would be made wherever possible. This was agreed to since we had no 
statewide trucking organization experience to go by. 

A field trip report, dated August 4—7, 1952, reports a discussion with Mr. Harold 
A. Wolfe, director, school lunch program, regarding excessive rates. This 
report includes the following, which is an exact excerpt: 

“Mr. Wolfe advised that the charges are purely experimental; that it is the 
desire of Mr. Nickell to deliver commodities to the schools as cheaply as possible ; 
that the charges will be reduced the minute this can be done; and that no un- 
reasonable profit will be made by anyone on the handling of commodities.” 

Further on in the report Mr. James advised that Mr. Wolfe stated: 

“That discussion would be had with the trucking concern for the purpose of 
determining whether or not the prices on canned goods could be further reduced.” 

On August 21, 1952, a letter from Mr. Harold A. Wolfe was received by us. 
In this communication Mr. Wolfe included a letter which he received from Mr. 
James W. Dunbar, president of the Dunbar Trucking Co. This letter is made 
a part of this statement in the form of an attachment. In the last sentence of 
this letter Mr. Dunbar states: 

“Therefore, I suggest that the schedule which has been presented by given 
a fair trial of at least 90 days with the assurance that if at that time it is (not) 
determined that the price can be reduced, it will be done.” 

On September 4, 1952, we were advised by Mr. Wolfe that charges per case lot 
on No. 2 and No. 2% cans would be reviewed after a trial period of 90 days and 
“that if we find that reduction can be made before the 90-day period such reduc- 
tion will be made.” 

On October 28, 1952, Mr. Wolfe visited the area office. Among other things, 
we again discussed the commodity rates. My record of this visit reads in part: 

“According to Mr. Wolfe, the State superintendent is watching the situation 
very closely.” 

On January 28, 1953, after again discussing the commodity distribution pro- 
gram at State agency headuarters, we wrote Mr. Nickell as follows: 

“12. That consideration be given to the reduction of charges to recipients in 
accordance with statement previously made that the charges would be reduced 
after a 90-day trial period provided it is possible to do so.” 

Mr. Harold A. Wolfe replied to this letter on February 20, 1953, covering 15 
items, numbered consecutively. Item 12 reads as follows: 

“It is the opinion. of the State agency that due to extenuating circumstances 
that exist in received commodities in various unit weights, rates on the unit- 
delivery charges established in Illinois will be in effect for the entire school year. 
I believe your agency is aware of the fact that a reduction of unit-rate charges 
could only be accomplished if the tonnage of commodities received was greatly 
increased. Consideration of a reduction in the rate charges will be given for the 
next school year and in order for this consideration to be put into effect, we 
would appreciate being notified by the agency the commodities that will be avail- 
able for the next fiscal year and the amount of tonnage we will expect to 
receive.” 

On November 25, 1953, we again raised the question of rates along with some 
other items. Mr. Nickell, on December 9, 1953, wrote as follows: 
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“With reference to suggested recommendations set forth in item 9—regard- 
ing a reduction in the delivery charge on canned beef and gravy—considerable 
thought and discussion has been given to this item. Results of these discussions 
have most definitely indicated that due to Illinois’ exceptionally high warehous- 
ing costs, trucking rates, and administration costs, that distribution of this prod- 
uct at the suggested rate of $1.08 per case would result in a loss to the distribu- 
tion outlet. I have been informed that delivery of No. 2% cans and other such 
canned goods, at the rate of $1.08 per case in the past, has resulted in a loss for 
the distribution outlet ; however, due to the fact that there were restricted num- 
bers of such cases, the distribution outlet was in a position to make up such 
losses through delivery of commodities that were available in larger quantities. 
However, due to the abundance of this size container during the current fiscal 
year and in order to expedite the reduction of delivery charges for this commodity, 
as recommended, with consideration being given to adjust the entire rate struc- 
ture for Illinois at a later date, we have considered the delivery of canned beef 
and gravy in the meat-product category and, inasmuch as this product does not 
require refrigeration, we are reducing the per pound rate to 3 cents, and by 
using the 45-pound net weight per ease, establish a rete of $1.35 per case, starting 
January 1, 1954.” 

We wish to call attention to the statement in the above excerpt which reads 
as follows: 

‘However, due to the abundance of this size container during the current fiscal 
year and in order to expedite the reduction of delivery charges for this com- 
modity, as recommended, with consideration being given to adjust the entire rate 
structure for Illinois at a later date.” 

During this period some reductions were made but these we considered 
rather insignificant and at no time did we feel that the rate structure was 
satisfactory. 

On January 27, 1955, the following attended a meeting in the Illinois State 
Building, Chicago: 

Vernon L. Nickell, superintendent of public instruction 
Harold A. Wolfe, director, school-lunch program 
James W. Dunbar, president, Dunbar Trucking Co. 
Hal Schussele, certified public accountant 

R. H. Cerveny, food distribution division, area office 
O. F. Beyer, food distribution division, area office 


Rates were again discussed at this meeting. Mr. Nickell stated “that when 
the contract between the department of public instruction and Dunbar & Co. 
was first drawn up it was agreed that the rates would be reviewed periodically 
and be reduced where possible. This has been done and some reductions have 
resulted. Another review had been scheduled for December 1954 but because 
of all the publicity it was decided to forego the review.” 

Subsequently, during a meeting in Mr. Nickell’s office following the comple- 
tion of the survey on February 25, 1955, and release of a copy to the superin- 
tendent of public instruction as well as a notice that corrective action regarding 
rates would have to be taken, Mr. Nickell and I (using the survey as a basis) 
developed a set of new rates. These rates were discussed with Mr. Dunbar, 
president of the Dunbar Trucking Co., who asked for time to study them. He 
later submitted his idea of rates which Mr. Nickell and I felt could not be 
accepted. This resulted in the cancellation of the Dunbar-State contract. 

We are now giving all assistance possible in the development of what we hope 
will prove to be a mutually satisfactory program. 

During the time the State department of education has administered the 
program, we have had no cause to be critical of the delivery system. It has been 
prompt and efficient. Commodities requiring various types of storage have 
been properly handled. Early in the program, due to lack of experience in 
handling such a variety of foeds, some deficiencies were observed but these were 
promptly corrected and have not recurred. This is also true of commodity, 
accountability. 

In this statement, I have attempted to show that the area office of the food 
distribution division did not approve the rates of charges to schools and institu- 
tions and that it did constantly endeavor to influence the department of public 
instruction to reduce them. 
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(Letter from Harold Wolfe to Oscar Beyer, August 21, 1952, 
follows :) 


STATE OF ILLINOIS, 
OFFICE OF THE SUPERINTENDENT OF PUBLIC INSTRUCTION, 
Springfield, August 21, 1952. 
Mr. Oscar BEYER, 
Field Supervisor, Food Distribution Programs Branch, 
Production and Marketing Administration, Chicago, Ill. 

DeaR Mr. Beyer: Pursuant to our conference relative to unit-price charges 
established by the Illinois State Agency for the handling, warehousing, and de- 
livery of Government donated commodities, I am furnishing the following in- 
formation to substantiate the establishment of said unit prices. 

As I stated at the time of our meeting, the various costs and tariff that exists 
in Illinois and the various charges involved as established by the warehouses 
in the State, that are controlled by a uniform tariff bill and considerable higher 
than many of our surrounding States and in addition various union regulations 
and restrictions, and more demanding than they are in other States, which in- 
creases the costs of delivery and handling in Illinois. As I also stated to you Mr. 
Nickell has discussed our newly established system of distribution with a great 
many school people and I have done the same and they are of the opinion that 
to assure the schools an equitable distribution of commodities that the costs as 
now established are not considered to be excessive, however, they feel and think, 
the Illinois State agency, after a fair trial period, should find that delivery 
costs on a unit price can be reduced, they will be accordingly. 

In further support of our unit prices, as established by the Illinois State 
agency, after discussing the subject with Dunbar & Co., the distribution outlet 
for Illinois, we have received the following statement in support of the estab- 
lished prices, Which I quote in its entirety as follows: 

Avcusr 20, 1952. 
Mr. HARoLtp WOLFE, 
State Supervisor of Commodities, 
Centennial Building, Springfield, TU, 

Dear Mr. WOLFE: In support of the unit-price schedule for the State of 
Illinois, I would like to submit the following information: 

Mr. L. W. Hinton, county superintendent of schools of Sangamon County, 
at the request of myself and Mr. Ray Duncan, county superintendent of 
schools of Crawford County, attended a meeting of several county superin- 
tendents in the southeastern part of the State and discussed the new 
method of handling commodities and the price schedule with them. Mr. 
Hinton reported that these county superintendents without exception were 
very much in favor of the new method of distribution and did not feel that 
the price schedule was excessive. Mr. Hinton also talked to numerous 
county superintendents of schools at a statewide meeting and reported that 
he did not receive any comments of dissatisfaction with the proposed 
program. 

I would also like to point out that the warehousing costs in the State of 
Illinois which include charges for processing in-and-out handling and 
monthly charges (a partial month is charged as a full month) is very 
high, which fact can easily be verified by a study of such schedules. Another 
thing which must be considered in the unit cost is the fact that the ware- 
house locations and points of delivery will in many cases necessitate inter- 
warehouse transfers of many commodities in order to insure a fair and 
equitable distribution throughout the State. In regard to warehousing costs 
we must take into consideration a number of extra charges which will be 
incurred in the form of minimum charges on all small shipments. 

Another thing to be considered are the special licenses which will need to 
be purchased by the commercial outlet to enable delivery within cities re- 
quiring such license. Extra expense will also be incurred to meet labor 
requirements in various cities under “closed city” law, which necessitate tak- 
ing on local union men to unload regardless of the fact that our men are 
capable and qualified to do the job. 

The underlying philosophy of this program is to insure the schools of 
the State of Illinois, a fair and equitable distribution of commodities at 
the lowest possible cost. I know that you realize that it is practically im- 
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possible to accurately determine a unit price schedule without a fair trial. 
Therefore, I suggest that the schedule which has been presented be given 
a fair trial of at least 90 days with the assurance that if at that time 
it is not determined that the price can be reduced, it will be done. 
Sincerely, 
JAMES W. DUNBAR. 
I sincerely trust that this information will for the present time substantiate 
prices as established in Illinois. 
Very truly yours, 
Haroitp A. WOLFE, 
State Supervisor, Commodity Distribution. 


Mr. Fountarn. Mr. Holifield had in mind particularly how many 
times you had brought this question of rates to their attention. 

Mr. Hotirterp. If we can, Mr. Chairman, I would like to have 
dates as nearly as we can recollect with respect to these various dis- 
cussions. 

Mr. Beyer. From a report dated August 4-7, 1952, Mr. Wolfe ad- 
vised that the charges are purely experimental and that it is the de- 
sire of Mr. Nickell to deliver commodities to the schools as cheaply 
as possible, and the charges will be reduced the minute this can be 
done and that no unreasonable profit will be made. The report fur- 
ther indicates that discussion would be had with the trucking concern. 

On August 21, 1952 

Mr. Hotrzman. This was all subsequent to the signing of the 
contract, though, is it not? 

Mr. Bryer. Yes, sir. We didn’t discuss the rates originally be- 
cause we didn’t know what they would be. But after they Gevelened 
them we were told that they would be strictly temporary, they were 
purely experimental. 

Further, on August 21, 1952, we were advised that they wanted at 
least 90 days to use the rate to determine whether they were acceptable 
to them on a basis of return. 

Later, on September 4, 1952, another attempt was made for re- 
duced rates. On October 28, 1952, we again discussed the rates and 
were told that the State superintendent is watching the situation very 
closely, and that consideration would be given to reduction of charges 
to recipients in accordance with the statement previously made that 
the charges would be reduced after a 90-day period of trial. 

Several months later, February 20, 1953, the State agency explains 
to us that because of various unit weights, et cetera, consideration of 
the rate charge will be given for the next school year. 

On November 25 of the same year we were told that they couldn’t 
reduce—— 

Mr. Hotrzman. Who told you? 

Mr. Bryer. The State agency. Everything that follows refers to 
the State agency, Mr. Nickell and Mr. Wolfe. 

Mr. Fountain. Mr. Wells said earlier he meant the entire staff 
whenever he referred to the State agency. 

Mr. Bryer. We asked the State agency to reduce canned beef and 
gravy from $1.80 to $1.08, and they said they couldn’t possibly do it 
because they were taking a loss on that kind of a price, and they count- 
ered with $1.35. We were glad to get $1.35. 

Then later on we again discussed the rates in very considerable de- 
tail, January 27, 1955, and at that time Mr. Nickell stated: 


that when the contract between the department of public instruction and Dun- 
bar & Co. was first drawn up it was agreed that the rates would be reviewed 
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periodically and be reduced where possible. This has been done and some re- 
ductions have resulted. Another review had been scheduled for December 1954, 
but because of all the publicity it was decided to forego the review. 

Mr. Houitrzman. Are you reading from Mr. Nickell’s statement 
now ¢ 

Mr. Beyer. Yes, sir, I am reading Mr. Nickell’s statement. 

Now those are some of the dates. All through this period we did 
discuss rates verbally and in writing and continued on right until 
the survey was made. 

Mr. Houirrevp. Mr. Beyer, your record there shows that the De- 
part of Agriculture was in the position of a supplicant to these people 
rather than exercising its authority, which would have been to tell 
them that unless these rates are made reasonable we will cut off the 
supply of food. Is that not true? 

Mr. Bryer. I don’t know that I would have exercised that type of 
authority on an area level. There are a great many considerations. 

Mr. HottrrecD. You could have recommended it to your superior, 
could you not ? 

Mr. Breyer. I might have. 

Mr. Hourrrerp. In other words, for 15 months you had no adjust- 
ments at all. When these adjustments were made from this so-called 
temporary rate, were they retroactive? Were there any rebates for 
the overcharges ? 

Mr. Bryer. No, it was on the basis of volume. We now see that we 
can do it at a cheaper price. 

Mr. Ho.irtetp. Now, I believe, Mr. Wells, in your statement you 
said that the Solicitor’s office had concluded that the Department was 
not a party to the contract and it could not legally challenge Dunbar’s 
contention, that the contract did not authorize the Department to 
examine his financial records when such interpretation was concurred 
in by the State. Just exactly what do you mean? Did you mean that 
the State concurred in Mr. Dunbar’s contention ? 

Mr. Wet ts. It is my understanding that the State superintendent 
of public instruction and assistants did concur in Mr. Dunbar’s con- 
tention, yes, sir. 

Mr. Hotirtevp. In other words, you found yourself working, you 
might say, against Mr. Dunbar and Mr. Nickell on this point? It was 
an interpretation of the contract upon which they agreed. 

Mr. Wiis. That is my understanding. But my auditors and my 
people who work with them all tell me they thought we could examine 
the records. 

Mr. Hotirtevp. I am inclined to agree with you after reading the 
contract. But that is probably a fair, legal interpretation. 

Mr. Wes. My people felt they had the right to do this because 
the language was similar to the kind of many other States. 

Mr. Ho.irrecp. But you have a third party in interest here, and 
the only pressure you could bring to bear was upon the State repre- 
sentative himself. You could not go to this third party in interest 
when your contract was with the State. Is that not true? 

Mr. Wetts. Our contract is with the State. 

Mr. Houirrevp. Now, since you found out that this contract has 
precluded you from inquiring into the costs of a third party, how will 
you write your contracts now ? 
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Mr. Wetts. Well, there are only two States so far as I know where 
this kind of arrangement is in effect. We are insisting in the case of 
the State of Illinois that the contract explicitly make cost records 
available to us. 

Mr. Houirrevp. In other words, this is a deficiency in your contract 
which you are now correcting ¢ 

Mr. Wetts. I think it was a deficiency in judgment in agreeing 
to the original contract. I don’t think it was a deficiency in our agree- 
ment with the State. We have been auditing State financial records 
for years and still do. 

r. Houirmevp. But in your contract with the State there would 
have to be a clause which would make them a party to an agreement 
whereby they are subcontractors, you might say. Either that or we 
do not approve the subcontract. 

Now I notice in the last part of your statement that the Department 
will insist that the acceptance of contracts be based on reasonable 
bids and access to records for purposes of auditing. So in the future 
you are going to close this door to possible exorbitant rates? 

Mr. We tts. We are at least going to try to see that the records are 
available to us. 

Mr. Horrman. Mr. Chairman, one question, please. Do you mean 
to say, sir, that in examining these contracts you are going to deter- 
mine what percentage of profit a distributor should have? 

Mr. Wetts. No, sir; normally we would not. I mean we look at 
the cost in other States on various rates, Mr. Hoffman, and this hap- 
pens to be, I believe, the highest cost operation of its kind in the 
various States with which we are operating. We had raised many 
questions about it ourselves until the General Accounting Office raised 
a question about it, too. It reached a place where I thought we had 
to have a thoroughgoing audit and where Mr. Beyer had to have 
factual material to back himself up because we do everything we 
know how to work with the States to allow them to handle their prob- 
lems first. 

So our reason for going in here was not to determine what profits 
Mr. Dunbar has made; I do not know what profits Mr. Dunbar made. 
All we have said is his rates appeared to be excessive. 

Mr. Horrman. You say you don’t know but apparently the GAO 
and the Department of Agriculture say it is excessive ? 

Mr. We tts. In no place have we said anything about his profits. 
We said his rates appear to be excessive. 

Mr. Horrman. Pardon me, do you not say that the profit is exces- 
sive? Does not the Department of Agriculture say it is excessive 
profit ? 

Mr. We ts. No, sir. I do not know what his profits are. 

Mr. Horrman. Well, I thought the whole hearing was about some- 
body making excessive profits. 

Mr. Fountarn. The charges are excessive. 

Mr. Ho.irretp. Mr. Chairman, I believe I have the witness. 

Mr. Horrman. I beg your pardon, I just meant to ask one question. 

Mr. Houtrrevp. Mr. Beyer, you had the execution of this contract, 
you were the representative of the Department of Agriculture in 
executing this contract, and, at that time, you had not compared the 
tariff rates of the State of Illinois; did you? 
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Mr. Beyer. No, sir; I did not execute the contract. 

Mr. Hoxtrretp. You negotiated the contract ? 

Mr. Beyer. No, sir; it was between the State and Dunbar. 

Mr. Wetus. All Mr. Beyer did, he said we would not object to the 
contract. 

Mr. Houirrecp. I see. All right, in your dealing with Mr. Nickell, 
did you find that he continuously took the same position that Mr. 
Dunbar took in regard to these rates ? 

Mr. Bryer. Yes. 

Mr. Houirretp. Did you know whether Mr. Nickell had any other 
information as to the justness of these rates, except that provided 
him by Mr. Dunbar? 

Mr. Beyer. I had not, I think that is the information he had. 

Mr. Houtrrevp. So that he was basing his insistence on the reason- 
ableness of the rates on Mr. Dunbar’s presentation, apparently ? 

Mr. Beyer. Yes, sir. 

Mr. Horirtevp. Mr. Nickell is a member of the School Lunch Ad- 
visory Committee of the Department of Agriculture; is he not? 

Mr. Beyer. Yes, sir. 

Mr. Wetts. May I say a word there? Technically we do not have 
a school-lunch advisory committee. We have a panel of school-lunch 
consultants. It has some meaning, Mr. Holifield, or I would not 
make the point. 

Mr. Houirrerp. I see. Well, I will accept the title change. 

In Mr. Nickell’s occasional visits to Washington did you confer with 
him, Mr. Wells, on this contract and the reasonableness of rates that 
were being charged ? 

Mr. We ts. No, sir; I have not, to my knowledge, met Mr. Nickell. 
I cannot be certain of that. 

Mr. Hottrrevp. Have any of your subordinates in the room here had 
the duty of conferring with him on these matters? 

Mr. Davis. No, sir; not as far as I know. Mr. Trainer, who was 
Director of the Division at the time, may have. 

However, he was in entirely on the school-lunch program, which was 
primarily discussion of the cash program, and the agenda was usually 
very, very full, and I would question whether there was time for any 
private discussion of this problem. 

Mr. Hourrrerp. Mr. Chairman, in concluding my questions, I just 
want to say that I agree with the chairman of the committee that it is 
not your responsibility to distribute to the various school districts 
in the State of Illinois. I think it is the responsibility of the State 
of Illinois to do that, and I think, under the act, if you make these 
foods available to them and distribute these cash grants, that your 
duty goes only so far as seeing that those commodities and those 
cash grants are utilized to the best interests of the Government, that 
there are no exorbitant rates charged for distribution, and that a 
maximum efficient distribution is concerned. 

But as to executing that, why, I consider it would be out of your 
place if you try to go in and make a school distribution in the 
State. 

I think that your duties are clearly on a precautionary level and a 
contracting level on the Federal level and not to administer these 
programs in the State. 

That is all, Mr. Chairman. 
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Mr. Founrarn. Mr. Hoffman. 
Mr. Horrman. If there are any other members down there, go 
ahead. 

Mr. Fountatn. They are all through. 

Mr. HorrmMan. Well, maybe I am completely in error about what 
this thing is all about. Let me read you this: 

The United States Department of Agriculture believes that Dunbar & Co., 
the firm Dunbar formed to handle and distribute the surplus food, has made 
from $800,000 to $900,000 in excessive profits on the arrangements— 
referring to this contract. 

Do you represent the Department of Agriculture here today ! 

Mr. WELLS. Yes, sir. 

Mr. Horrman. Well, what do you say about that statement; is that 
what you claim ? 

Mr. WeEtts. I was not aware we had made that statement. 

Mr. Horrman. Did you make it, and, if you did not, who made it? 

Mr. We ts. I thought our statements, Mr. Hoffman, had been to the 
effect that it appeared to us these charges were excessive. We have no 
zecess to Mr. Dunbar’s costs. 

Mr. Horrman. You do not know anything about his profit, do you? 

Mr. Wetts. No. 

Mr. Fountarn. Mr. Hoffman, at this point we do not have any evi- 
dence that they made any such statement as that. That was con- 
tained in the release as a projected probable excessive gross profit, 
based upon the figures which we received from the Department of 
Agriculture on these 94 shipments which were investigated and on the 
basis of which they had determined that the charges were excessive to 
the tune of about 3 to 1. 

Mr. We tts. In other words, that is an interpretation which is based 
on our materials. 

Mr. Horrman. Well, what it amounts to, then, is a charge that some- 
body was, what do you say, immoral, is that the word, in charging 
an excessive profit, when, as a matter of fact, there isn’t any evidence 
that it was excessive ? 

Mr. Fountatn. Well I think when we finish this hearing we will 
have the facts. 

Mr. Horrman. Then we get back to the statement and it charges 
that the profit was excessive; do we not ? 

Mr. Fountain. Well, frankly 

Mr. Horrman. Do we or do we not charge excessive profits? 

Mr. Founrarn. If the report of survey we got from the Department 
of Agriculture means anything I don’t think there is any question but 
that the charges were excessive. 

Mr. Horrman. And that was the impression that was intended to 
be conveyed to the papers in the press release ? 

Mr. Founratn. I don’t know what intention anybody else had. We 
published the contention as we saw it. 

Mr. Horrman. And the contention was that it was an excessive 
profit; was it not? 

Mr. Fountain. Yes; I think they would get the impression that 
such was one of the contentions. 

Mr. Horrman. And now we are trying to verify it or to get the 
facts ? 
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Mr. Hourzman. Mr. Chairman, I do not think we are in the posi- 
tion of trying to construe the intention of newspapers or their im- 
pressions. We are here to get the facts, if we can. 

Mr. Fountarn. Do you have more questions? 

Mr. Horrman. Yes; I have several more questions. 

Now, as a matter of fact you do not contend, do you, today, that the 
agency which you represent has either the legal authority under any 
act of Congress nor any money appropriated by Congress to engage 
in the distribution of these products after they reach the State. That 
is, the retail distribution to the schools that want them ? 

Mr. We ts. I would have to say, Mr. Hoffman, that-is a question I 
would like to examine. 

Mr. Cooper, from the Solicitor’s Office may be able to answer that. 

Mr. Horrman. Ishe here? Then tell us. 

Mr. Fountarn. Mr. Cooper, at this point will you raise your right 
hand and be sworn ? 

Do you solemnly swear that the testimony you are about to give in 
this matter will be the truth, the whole truth, and nothing but the 
truth, so help you God ? 

Mr. Cooper. I do. 

The surplus commodities are distributed under three separate acts. 

One is section 32 of Public Law 

Mr. Horrman. Let me interrupt. We are just interested in the 
schools here. 

Mr. Cooper. One of the acts under which we make the distributions 
is section 32 of Public Law 320, 74th Congress, as amended. 

Under that act those commodities purchased with section 32 funds, 
: a could be probably distributed at the school level. But the 

ul ' 

Mr. Horrman. Is that as far as you want to go, “probably 
could be”? 

Mr. Cooper. I think so. 

However, the bulk of these commodities are not section 32 com- 
modities, but are those made available under section 416 of the Agri- 
cultural Act of 1949, as amended, Public Law 439, 81st Congress. 

It is under that act, which relates to Commodity Credit Corpora- 
tion’s products, that such products as the butter, the cheese, and the 
rice are presently being distributed. 

They are acquired by Commodity Credit under price-support pro- 
grams, and that act says that we shall not bear any expenses after 
turning over to the designated agency within the State. 

Mr. Fountarn. That was the opinion you gave in a letter, I believe, 
which you wrote concerning the Department’s authority ? 

Mr. Cooper. Yes. 

Mr. Horrman. Well, then, the answer, broadly, is sometimes “Yes” 
and sometimes “No,” with reference to given commodities? 

Mr. Coorrer. Yes; depending on the different funds involved. 

Mr. Horrman. Now, if I may go back to the other gentleman. 

As I understand it, these commodities were being distributed to the 
schools in Illinois previous to the date of the contract, which is June 
13, 1952? 

Mr. We tts. Yes; commodities had been distributed from time to 
time. 
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Mr. Horrman. Yes; and that distribution was not satisfactory to 
you, to the Agriculture Department ? 

Mr. Wetts. Well, the situation had gradually developed where 
there were very few surplus commodities and practically all of them 
were going to schools. 

You see, in the thirties we had a great many, but during the war they 
disappeared. 

Mr. Horrman. Were the distributions to the schools satisfactory 
prior to June 13, 1952? 

Mr. Beyer. It was not satisfactory. 

Mr. Horrman. So your office told Nickell to get a new way of doing 
business ¢ 

Mr. We tts. No; we suggested to the State that it might be better 
if the school lunch program and the surplus distribution of foods were 
in the same agency. 

Mr. HorrMan. So a different system of distribution was adopted? 

Mr. We ts. Yes. 

Mr. Horrman. And that distribution was satisfactory except per- 
haps as to cost? 

Mr. Wetts. Exactly. 

Mr. Horrman. And gave better service than the other one? 

Mr. Bryer. Definitely. 

Mr. Horrman. Definitely ? 

Mr. Bryer. Yes, sir. 

Mr. Horrman. Then, you thought the rates were too high and you 
told Mr. Nickell to have Mr. Dunbar lower them, did you not? 

Mr. Bryer. Yes, sir. 

Mr. Horrman. And Mr. Dunbar said, “Under the contract you fel- 
lows can get somebody else to do it, I am canceling”? 

Mr. Bryer. Finally he said that; ves, sir. 

Mr. Horrman. So that is where we are now? 

Mr. Bryer. Yes, sir. 

Mr. Fountain. The committee will stand recessed until 11:45 so 
that we may answer a quorum call and determine what the status of 
legislation is on the floor. 

Mr. Horrman. In any event, now, you have not any contract for 
(listribution of these school lunches, have you? 

Mr. Bryrr. Yes, sir. We have a contract with the State agency, 
but the State agency has no contracts for trucking and delivery. 

Mr. Horrman. That is what I mean. 

Mr. Bryer. Yes, sir. 

Mr. Horrman. There is no way to get these products down to the 
school lunch ? 

Mr. Bryer. Yes, sir. Our contract with the State agency is 
stil]—— 

Mr. Horrman. And what you have to do now is to find somebody to 
do it? ; 

Mr. Bryer. Yes, sir; they have to. 

Mr. Horrman. The State and you together? 

Mr. Bryer. Yes, sir. 

Mr. Horrman. And you do not know how much it is going to cost, 
do you? . 

Mr. Bryer. No, sir. 

Mr. Horrman. It may cost more? 
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Mr. Beyer. It could. 

Mr. Horrman. And give less efficiency ? 

Mr. Bryer. Well, we hope not. 

Mr. Horrman. But it may? 

Mr. Fountary. We will get back as soon as we can but certainly 
not before 11:45. 

(Short recess. ) 

Mr. Fountarn. The subcommittee will come to order. 

Do you have any more questions, Mr. Hoffman ? 

Mr. HorrmMan. Not unless he has figures of the cost of the previous 
program and whether comparing that cost with the present would be 
fair. I assume the services would be different, perhaps. 

Mr. Wetus. Yes; the services were different. 

For one thing, Mr. Dunbar does quite a bit of receipting and ac- 
counting for previous commodities which I doubt the previous services 
did. 

Mr. Horrman. I have no other questions, then. 

Mr. Founrarn. Mr. Wells, I have a few more questions I would like 
to ask with respect to the general policy on the school-lunch program. 

You covered some of them in your prepared statement ealihenie of 
these may be to some extent repetitious but I would like to get direct 
answers. 

Now, under your nonprofit policy with respect to your school-lunch 
program you do not allow the States to make a profit on the services 
they perform even though the money + be used for some other 
good governmental purpose; is that right! 

Mr. Wetus. Yes. We try to see that the charges the State makes are 
handled in such a way they do not build up reserves and shift them off 
to other purposes. 

Mr. Fountain. And you audit the financial records of the State to 
make certain that that policy is carried out and, if you find it is not, 
do you require them to repay the overcharge to the local schools? 

Mr. Wetts. Well, yes. We require refunds or adjustments in one 
form or another. We try to be reasonable in those requirements, but 
we have on occasion required refunds and we have on occasion had 
charges set at less than the cost in order to run the reserves down. 

Mr. Fountain. And my next questions are in no way an indication 
of my personal opinion, but they are objective questions designed to 
get your attitude. 

Has it ever occurred to the Department that there might be some 
policy objection to the delegation of this very important administra- 
tive nr under the school-lunch program by the State agency 
to a commercial firm ¢ 

I am not thinking of truckers, but to one commercial firm exclu- 
sively. 

My. Wetts. Well, I think we would have to say, Mr. Fountain, that 
I certainly have discussed it with some people on occasion during the 
last few months as I became aware of this situation, but our general 
policy has been to give the State the maximum latitude consistent with 
good administration and reasonable costs. 

Mr. Fountarn. Well, do you think that a commercial firm, which is 
naturally in the business for profit, can be expected to carry out these 
duties with the same degree of objectivity as a State official, who has 
taken an oath of office to fulfill the duties of his office to the State? 
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Mr. Wetts. Well, that is a difficult question for me to answer. I 
have full faith in American business; I think in many instances they 
would do a very excellent job. 

Mr. Fountain. Of course, naturally, they would not want to take 
the job on unless they would make a profit. 

Mr. Weuts. That is correct, but profit is a normal part of cost, as 
far as I am concerned, and I certainly am in favor of handling things 
through free enterprise and private business, other things being equal. 

Mr. Fountain. And you do not think that desire for profit would 
result in any basic conflict of interest detrimental to the best interests 
of the program ? 

Mr. Wetts. Well, it may well do so, and I place a responsibility on 
the States and I must say on my Federal people to see that that is held 
in check. 

Mr. Hoirzman. Suppose, now, Mr. Wells, you knew that the basis, 
practically the only basis that the State agency had here for arriving 
at rates, emanated from Dunbar, would your answer to the last ques- 
tion be the same? 

Mr. Wetts. Well, my answer to the last question is if you are going 
to engage in these Finds of contracts it puts a responsibility upon the 
State, and I think upon the Federal people, to see that the contracts 
are reasonable. 

Mr. Hotrzman. All right, now, let us try again, if we may. Sup- 
pose, now, it appears as a fact that the State did not consult anyone 
other than the person to be directly benefited from such a program. 
Would you still feel the same way about it ? 

Mr. We tts. Well, I think the answer is “No”; otherwise I would 
have never sent my auditors in to make the comparative study. 

Mr. Hoirzman. In other words, you feel now, do you not, that rely- 
ing On one person without getting an objective survey with respect to 
rates is not an efficient and economical way of handling the thing; is 
that correct ? 

Mr. We tts. Certainly. 

Mr. Fountain. Now, as I said, I was not talking about hiring 
truckers, I was talking about turning the whole thing over to a private 
firm. 

Mr. Wetis. And I would say to you, frankly, we would prefer a 
reasonable amount of that be handled by the States but we have given 
the States some latitude, and let me say, in many of the States some 
portion of it is done by commercial firms. 

Mr. Founrarn. I understand that, but they don’t have the exclusive 
responsibility for distribution of commodities except in two States; is 
that not true? 

Mr. Wetts. You are referring to Michigan ? 

Mr. Fountain. Yes. 

Mr. Wetts. In Michigan there are 11 different concerns, Mr. Foun- 
tain. I would assume that wherever you hire a trucking concern to 
do that job, you would hire it for that area. 

But Michigan is a different deal. There are 11 different concerns 
in Michigan. 

Mr. Fountain. Of course, Mr. Dunbar had a number of subcon- 
tractors. 

However, he had the exclusive right to distribute. 
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Mr. Wetts. That is right, and they were subcontractors to Dunbar 
and not to the State or to us. 

Mr. Founrarn. To Dunbar; that is right. 

Now, my other questions are directed to you, Mr. Beyer. 

How long have you known Mr. Wolfe? 

Mr. Horrman. Are you through with this gentleman’ I have a 
few questions, if you please. 

Mr. Fountain. Iam sorry. 

Mr. Horrman. Dunbar did not have any exclusive contract. Te 
let it to subcontractors ; did he not ? 

Mr. We ts. Yes. 

Mr. Horrman. He was the top boy / 

Mr. Wetts. That is right. 

Mr. Horrman. Just as the State man was the top boy to begin with? 

Mr. Wetts. Correct. 

Mr. Horrman. But when it came to doing the work, Dunbar did not 
do it through his own employees / 

Mr. Weis. He did some subcontracting. 

Mr. Horrman. What would you say about the policies in Illinois 
that only members of teamsters unions could participate in hauling 
this food, if they are going to ask you about your political philosophy 
or economic philosophy ¢ ? How about.that one ? 

Mr. Weis. Well, all I can say there, Mr. Hoffman, you are outside 
my field. You are talking about unionization and State and Federal 
laws relating thereto. 

Mr. Horrman. Well, I thought it was, but as long as the other 
questions were pertinent, I asked you that. A specific case in my dis- 
trict, not so long ago, was a case of $70,000 worth of frozen straw- 
berries. The trucker could not unload them until the truckers signed 
a contract with the teamsters adding to the hauling costs which the 
contractor thought was excessive, but he had the $70,000 worth of 
strawberries, and he had to sign. 

Now, if you want to express an opinion about that kind of pro- 
ceeding, I will welcome it. If you do not want to, it is just as well 
to me. 

Mr. Wetts. All I can say is that those are controlled by the State 
legislatures. 

Mr. Horrman. It does not come under the jurisdiction of Agri- 
cultural Marketing ? 

Mr. Wetts. The Agricultural Marketing Service is aware of those 
situations. 

Mr. Horrman. How about where they charge $1.10 a crate on eggs 
for inspection in Chicago, before they can unload them, and the eggs 
have already been inspected at Hamilton in my own home county ? 

Mr. Wetts. I am not aware of that situation. 

Mr. Horrman. Well, I know about it. 

I think that is all. 

Mr. Founratn. Before I get to you, Mr. Beyer; Mr. Wells, I be- 
lieve Mr. Naughton has a couple of questions. 

Mr. Naveuron. On page 2 of your statement, Mr. Wells, you state 
that the— 


use of Federal funds as provided in existing instructions is limited to reimburse- 
ment of the schools for the purchase of food. 
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Now to clarify that, under the law, it is true, is it not, that food 
costs are interpreted to include, in addition to the purchase price of 
agricultural commodities and other foods, the cost of processing, 
distributing, transporting, storing, and handling thereof? 

Mr. We tts. It is my understanding the law provides that school- 
lunch funds may be used for those purposes, but that we actually 
have a regulation which has the effect of saying that we limit the 
Federal contribution to the purchase of commercial food. 

Mr. Naucuton. Would you be in a position to state positively to 
the subcommittee that none of the $2.5 million in Federal school-lunch 
funds that went into Illinois in fiscal 1953 was used to pay any por- 
tion of the costs of the Dunbar contract ? 

Mr. Wetts. Well, I doubt if I would, categorically. The position 
is this: that the funds are commingled and I understand we check 
compliance with our regulation, and I would like Mr. Davis to check 
me on this, by seeing that the expenditures for the commercially 
purchased foods are in excess of the Federal contribution; is that 
correct ? 

Mr. Davis. That is correct. 

Mr. Naucuron. So, you do not actually know whether expenditures 
for food are Federal funds, because the funds are intermingled ? 

Mr. Wettus. They are commingled. 

Mr. Naueuron. There is no way you could know ? 

Mr. Wetis. No sensible way. 

Mr. Fountain. Mr. Beyer, how long have you known Mr. Wolfe? 

Mr. Bryer. I think since about 1946. He was the auditor at that 
time for the school-lunch department and, until the death of the super- 
visor, he held that position. He was finally made the school-lunch 
supervisor. 

Mr. Founta1n. How long have you known Mr. Nickell? 

Mr. Beyer. I have known Mr. Nickell that long, too. 

My first acquaintance with Mr. Nickell was when the school-lunch 
program was turned over to the State from us. 

Mr. Fountain. How long have you known Mr. Dunbar? 

Mr. Hourzman. About when would that be? 

Mr. Bryer. 1952. 

Mr. Hourzman. In other words, you have known both Mr. Nickell 
and Mr. Wolfe about the same time? 

Mr. Bryer. Yes, sir. 

Mr. Fountain. Have you ever had any business dealings with these 
three men outside of your official duties 

Mr. Beyer. No, sir; never. 

Mr. Fountain. Have you ever had any private business dealings 
with any officer or employee of Dunbar & Co., or the superintendent’ s 
office ? 

Mr. Bryer. No, sir. 

Mr. Fountain. In view of certain things which have appeared in 
the newspapers, I am asking these questions in all fairness to you, so 
that you might answer them. 

Mr. Bryer. Yes, sir. 

Mr. Fountrarn. Do you have any private business interest in addi- 
tion to your position with the Department ? 

Mr. Bryer. None whatsoever. 

63116—56—_9 
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Mr. Founratn. You have never received any gifts or gratuities 
from Dunbar & Co. ? 

Mr. Bryer. No, sir. 

Mr. Hotrzman. Not even that little piece of cheese that Mr. Wolfe 
said he got? 

Mr. Bryer. No, sir. 

Mr. Fountarn. Now, it is true that Mr. Nickell has had legislative 
authority from the State to take over the distribution of surplus foods 
since 1943, has he not? 

Mr. Bryer. Well, apparently so, because when we discussed the dis- 
tribution with him, he said he had authority. 

Mr. Fountain. Well now, in 1952 and just prior to that time, did 
the Department, or did you, as a representative of the Department, 
urge Mr. Nickell to take over the distribution of this food? 

Mr. Bryer. I would say we discussed it with him. There was some 
expression of interest for some time because of dissatisfaction with 
the former system, and it was just a natural sort of occurrence for us 
¢o go to Mr. Nickell in that connection. 

We discussed it previously with Harold Wolfe, who indicated there 
was some interest, and when we finally reached the point of getting 
notice from the Hlinois Public Aid Commission that they wished to 
cancel their contract, we then consulted with Mr. Wolfe and then with 
Mr. Nickell, and found them interested. 

Mr. Founrarn. My reason for asking that question is this: Mr. 
Nickell himself stated that he did not want the responsibility, but the 
Agriculture Department insisted that he take it on. 

Mr. Breyer. Well, we could not very well insist. We discussed it 
with him, and he seemed to be quite interested. . 

Mr. Fountain. Did you discuss with Mr. Nickell the question of 
setting up a uniform rate system for the whole State? 

Mr. Bryer. No, sir; we do not advocate a uniform rate system. We 
leave that to the States, and in this instance Mr. Nickell was quite 
interested in a uniform rate. 

Mr. Fountarn. Well, did you, or any other representative of the 
Department, sit in on any conferences with Mr. Dunbar and Mr. 
Nickel in which the question of rates was discussed ? 

Mr. Beyer. Yes, sir. 

Mr. Fountatn. Did you make any suggestion with respect to rates? 

Mr. Breyer. Well, we made several suggestions. One of them was 
in view of the system that Mr. Nickell had in mind, dealing through 
Dunbar & Co. as the total trucker, we made suggestion No. 1 that 
commodities be made available to institutions in carload lots or in 
split shipments, whichever the institution could handle in that man- 
ner, so as to eliminate any charge against the institution for that 
service. 

We also made that same suggestion in connection with Chicago, 
since Chicago is a large center, feeling that carload shipments could 
be sent directly to Chicago, and the Chicago school system could take 
care of its own trucking, its own storing and delivery, and soon. That 
suggestion was also made for any other city. We use that in that 
term. Any other large city which might handle carloads in that re- 
spect. It would then put the responsibility for storing and distribut- 
ing on to the city system, rather than their paying a charge to some 
outside trucker. 
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Mr. Nickell and Mr. Wolfe both were very interested in maintaining 
one uniform rate throughout the State. In fact, they were quite in- 
sistent about it. 

Mr. Fountatrn. In your advisory capacity, representing the De- 
partment, and, naturally, because of your interest in getting this 
matter done at the best rates possible, did you recommend to Mr. 
Nickell that he investigate the tariff rates within the State of Illinois? 

Mr. Beyer. I did not. 

Mr. Fountrarn. You did not? 

Mr. Beyer. I did not, sir. 

Mr. Fountain. When did Mr. Dunbar first come into the picture, 
to your knowledge? 

Mr. Bryer. Well, when we were invited—when I say “we,” myself 
and a member of the staff—we were invited to consult with Mr. Nickell 
with reference to this contract and his statement, it was about in 
June of 1952, I believe, and at that time the State agency had pre- 
pared a contract covering their dealings with Dunbar & Co., and they 
asked us if we would cooperate and review it with them, which we 
did at that time. 

Some suggestions were made which turned some of the responsibili- 
ties which the State agencies seemed to be putting on Dunbar back to 
the State agency. 

Regardless of the fact that the State agency had a contract with 
Dunbar & Co., my attitude was that the whole responsibility was 
still the State agency’s, that the trucker was merely an agent for 
the State agency, and there were some suggestions made, I do not 
remember exactly what they were, but they were along that line. 

Mr. Fountrarn. Did you specifically agree that it was all right 
for Dunbar & Co. to handle the contract ? 

Mr. Bryer. We did not agree, we felt it was the State agency’s 
prerogative to do that, if they chose. 

Mr. Fountarn. Well, now, were you called upon by Mr. Nickell 
to approve the rates and to approve Dunbar & Co. as the distributing 
agency before you negotiated your contract with Mr. Nickell and 
the State superintendent of public instruction ? 

Mr. Bryer. Well, we were actually never asked to approve the 
Dunbar contract. We were asked to help the State agency in review- 
ing what they had developed in that connection. 

When we arrived in Springfield, they had the contract written, 
and we helped them review it, and we did make some suggestions. 
Then, subsequently, the rates were announced, and Mr. James, who 
is the program leader for commodity distribution, consulted with 
them, and his report reads specifically that these rates were on an 
experimental basis, and that they would be reviewed and adjusted 
later, wherever possible. 

Mr. Fountarn. In other words, Dunbar & Co. entered into the 
contract with Mr. Nickell before the rates were approved ? 

Mr. Bryer. Yes. 

Mr. Hourzman. Mr. Chairman, on that point, on page 45 of the 
testimony, in answer to a question, Mr. Wolfe said, referring to the 
Department of Agriculture: 


They— 
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meaning the Department of Agriculture, and that is my own inter- 
pretation— 
made no suggestions of letting bids out, they made no suggestions of reducing 
any of the rates that were arrived at. 

Mr. Beyer. I concur in the first point. We did not make any sug- 
gestions in securing bids, but we raised the point with referring to any 
competitive consideration, and we were told at that time that— 


we have consulted with other truckers, and none of them were interested. 


And we dropped it there. 

Mr. Horrzman. So that Mr. Wolfe was in error—— 

Mr. Horrman. Wait, I object to that question. A witness is not 
permitted to express an answer as to the truthfulness of the testimony 
of another witness. 

Mr. Founrarn. I think he might have a right to do so. However, 
I recognize the difficulty he onal have in doing so. 

Mr. Horrman. That is contrary to all court rulings. It is con- 
trary to the present procedure of committees to let one witness come 
in and accuse another withness of being—well, what it amounts to, of 
giving false testimony. 

Mr. Hourzman. I am not seeking to have any witnesses make any 
accusations against any other witness. I am asking very simply 
whether, when Mr. Wolfe said the Department made no suggestions 
to reduce the rates, he was in error. 

Now, if that constitutes accusation, I do not know what the word 
“accusation” means. 

Mr. Founratn. I think the question is proper. Go ahead and 
answer it, Mr. Beyer. 

Mr. Bryer. We did not recommend reductions of the rate, since 
the rates were stated to us to be experimental and that they would 
be completely reviewed in 90 days. 

Mr. Hortrzman. But your testimony is now, sir, if I understand it, 
that you did discuss rates and possible reductions, even at that time? 

Mr. Beyer. Yes, sir; we did. 

Mr. Hotrzman. All right, Mr. Chairman. 

Mr. Fountatn. Do you know whether Mr. Nickell or Mr. Wolfe 
recommended Dunbar & Co. ? 

Mr. Breyer. Whether they recommended him? 

Mr. Fountain. Yes. 

Mr. Bryer. Well, I think—to whom? To us? 

Mr. Fountarn. Yes. 

Mr. Bryer. Well, they brought him out as the only man who would 
be interested in that, and I presume that would be in the form of a 
recommendation. 

Mr. Fountatn. Did either of them say anything to you about 
Dunbar & Co.’s experience or qualifications prior to the execution of 
the contract with Dunbar & Co.? 

Mr. Breyer. Yes; he was pointed up as a man who had considerable 
trucking experience, and the man who he felt confident could do a good 
delivery job. 

Mr. Founrarn. Neither you nor any other representative of the 
Department made an investigation of Dunbar & Co.? 

Mr. Bryer. No, sir; excepting we knew he was a trucker who had a 
long-standing record of service in the State. 
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Mr. Fountain. Do you know how many trucks he had at the time 
the contract was negotiated ? 

Mr. Bryer. I do not. 

Mr. Founrarn. I guess you do not know how many he has now? 

Mr. Bryer. Not exactly; no, sir. We know he bought some trucks, 
but we do not know how many. 

Mr. Fountain. Did you approve of Mr. Nickell’s award of the 
contract to Dunbar without competitive bids? 

Mr. Bryer. Well, again, this word “approved”; we did not approve 
it. We felt that Mr. Nickell had a perfect right to deal with Mr. 
Dunbar, but, as I said, we asked about competitive considerations 
and were told that other truckers would not be interested. 

Mr. Fountain. Well, did you sit in on a conference and actually 
participate in oe upon the rates which were entered into # 

Mr. Bryer. I did not. The rates were submitted to us, prepared 
rates, they were submitted, and on the basis that they were experi- 
me mntal, we did not object to their using them. 

Mr. Founvary. In other wor ds, you were in no position at the time, 
yourself, from your standpoint, and from the standpoint of your re- 
sponsibility, to determine whether or not the rates were reasonable? 

Mr. Bryer. I would say that is correct, sir. 

Mr. Fountain. Did you dictate most of the provisions of the Dun- 
bar contract ? 

Mr. Berrr. No, sir. The contract was prepared 

Mr. Fountatn. Did you dictate any of the provisions of the 
contract ¢ 

Mr. Bryer. We discussed parts of the contract and some changes 
were made with respect to the responsibility. I felt that it almost 
sounded as if Dunbar were being made the responsible agent for us, 
and I felt that responsibility should remain specifically with the State 
agency, and suggested some changes which I think effectuated that. 

“Mr. Fountain. Would you say, then that you helped write the 
contract ? 

Mr. Beyer. I helped make some changes. 

Mr. Fountain. You helped make some changes? 

Mr. Beyer. Yes, sir. 

Mr. Fountain. Did you sit in during the discussion of rates to be 
charged by Dunbar & Co. ? 

Mr. Bryer. No, sir. 

Mr. Fountain. Did you, at any time, suggest reducing the pro- 
posed rates, those rates which you referred to as temporary ¢ 

Mr. Bryer. The temporary rates, we raised some questions, and we 
were told they were experimental and on that basis we did not object 
to the rates at that time. 

Mr. Founrarn. And I presume you made no investigation of com- 
parative costs for similar services to determine whether the proposed 
rates were reasonable ? 

Mr. Beyer. The thing we did, we used the rates that other States 
charge as a basis for our feeling that the rates were excessive. They 
were the highest rates that we knew of, and we pointed them out as 
being the highest rates. 

In that connection, we were then informed as to the higher cost in 
Illinois, the higher trucking costs, the higher storage costs, and with 
considerable emphasis on extra services. 
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Mr. Fountain. Are you familiar with the plan of operation which 
Mr. Nickell referred to in his testimony here? 

Mr. Bryer. Yes, sir; we helped develop it. 

Mr. Fountain. Did you approve that plan of operation, including 
the rate schedule? That is really in part a duplication of my other 
question. 

Mr. Beyer. We actually helped develop the plan of operation. They 
had no experience with forms, no experience with office records, no 
experience with making offers to schools; and we helped them develop 
a things, using other State forms and some of our own experience 
as a basis. 

Again, so far as approval of rates are concerned, that was to be a 
90-day checkup and was presumed to be, according to Mr. Wolfe, 
experimental. 

Mr. Fountarn. Did you suggest that Mr. Nickell investigate the 
plan of distribution in the State of Michigan ? 

Mr. Bryer. We did not. 

I think the order of events was that the State director of Michigan 
presented the Michigan plan at an area conference that we had and it 
may have caught the ear of Mr. Wolfe at that time; and, a consider- 
able time previous to his State taking the distribution program over, 
he had asked for information in writing, which Ralph Budd, of 
Michigan, gave him. 

Later on, he and Dunbar visited Michigan and got some informa- 
tion, and we were informed that they had done that. 

We did not tell them to go, nor did we tell them that Michigan 
was the system that they were to use. 

Mr. Fountarn. Mr. Beyer, did you get the impression that it was 
the attitude of Mr. Wolfe and Mr. Nickell in these negotiations regard- 
ing the Dunbar contract that you had more experience than they did 
and were more competent to set the rates? 

Mr. Breyer. No, sir. 

Mr. Founrarn. Did they seek your advice and rely on it ? 

Mr. Bryer. About what? 

= r. SOUNEER. Did they seek your advice and rely upon your 
advice ! 

Mr. Beyer. In connection with the rates ? 

Mr. Fountarn. Yes. 

Mr. Beyer. No, sir. 

Mr. Horrman. How do you know what they relied on? How do you 
know what Nickell relied on? 

Mr. Bryer. Well, I would not know, excepting if he asked me 
whether I would approve those rates or not. 

Mr. Founrarn. Well, I will ask you this: Did you make any sugges- 
tions upon which they were justified in relying in their determination 
of what the rates should be? 

Mr. Beyer. I believe not. 

Mr. Fountatn. What were the comparative costs under the Illinois 
Public Aid Commission for distribution of food ? 

Mr. Bryer. Well, actually, we had no costs, as such. The Illinois 
Public Aid Commission used its own help on a local level to super- 
vise the unloading of the cars. The schools were obliged to come to 
the cars for their commodities, and we had no way of knowing what 
that cost was. 
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I did see some figure mentioned of what the cost to IPAC was, but 
apparently that came from them since we had no record of their costs 
in that connection. They never gave it to us and we did not ask for it 
because of the system which they used. 

Mr. Fountain. I understand from your previous testimony that the 

rates and the rate schedule was actually established and agreed to be- 
tween Nickell and Dunbar & Co. 

Mr. Bryer. Yes, sir. 

Mr. Founrarn. In your actions in the negotiation of the Dunbar 
contract, and to whatever extent you may have made suggestions or 
supervised it, as one of the witnesses testified, did you rely largely upon 
Mr. Nickell and Mr. Wolfe? 

Mr. Beyer. I.am sorry, Mr. Chairman, I do not quite understand 
the question. 

Mr. Fountain. I said when the Dunbar contract was being nego- 
tiated, and while you were making suggestions or supervising it, in 
making your suggestions and in doing your supervision, to what "eX- 
tent, did you rely upon the information and the statements given to, 
you by Mr. Nickell and Mr. Wolfe? 

Mr. Beyer. Well, some of the advice and questions that we answered, 
I answered, were on the basis of experience, and experience in other 
States. 

I do not know whether I am answering it 

Mr. Fountain. It is a rather difficult question, I realize. Maybe 
I should phrase it differently to boil it down 

You did not consider it your responsibility to fix rates? 

Mr. Breyer. Well, I felt we had an interest in them, but we did not 
fix them. I did not think, I do not feel now, that we ought to fix 
the rates. 

Mr. Founrarn. But you relied upon Dunbar & Co. and Mr. Nickell 
and Mr. Wolfe to come to an understanding ? 

Mr. Bryer. Yes, sir. 

Mr. Fountain. And you in no way tried to tell them what the rates 
should be, other than to suggest they ought to be reasonable? 

Mr. Bryer. That is right. 

Mr. Horrman. May I ask him one there? 

Mr. Fountain. Yes. 

Mr. Horrman. How can you make that answer when your own 
statement shows that you suggested reductions in rates? 

Mr. Fountatn. This was to begin with, Mr. Hoffman. 

Mr. Bryer. Well, what we did, we felt, in the original discussion, 
that the rates were excessive, high, let us say; not excessive, maybe, 
but we felt they were high on the basis of comparison with other 
States. 

We had had no experience in connection with a one statewide truck- 
ing organization of this type. Therefore, we felt we could not say, 

“Reduce this to 50 cents or reduce that to 60 cents.” Rather, we said, 
“The rates look high.” 

And, on that basis, we were told that these rates “are experimental, 
and we will review them in 90 days.” 

And that is where we left it. 

Mr. Founratn. I have some questions, Mr. Beyer, relating to the 
supervision by the Department of Agriculture of the Dunbar contract 
and the Department’s attempts, if any, to insure that the intent of 
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Congress that the school-lunch program be nonprofit was carried out. 

My questions will be addressed primarily to you, but in the event 
someone else is able to supply the information if Mr. Beyer cannot, 
I would appreciate it if that is done. 

Now, have you ever had any complaints from schools or institutions 
in the State of Ilinois about the high cost of distribution under the 
Dunbar contract ? 

ent Beyer. I do not believe a single complaint has come to our 
once, 

Mr. Founrarn. Did you contact the schools and institutions them- 
selves to determine if they were satisfied, or did you usually rely on 
Mr. Nickell or Mr. Dunbar to keep you informed ? 

Mr. Bryer. We visit schools, along with the State agency repre- 
sentative, on what we call an administrative analysis, once or twice a 
year; and, although I do not believe any specific questions were direc- 
ted toward whether these rates were too high or not, there were no 
complaints. 

Might I add something else there ? 

Mr. Fountain. Yes, go right ahead. 

Mr. Bryrr. We did, however, hear some compliments about the 
service. 

Mr. Fountain. Well, on April 27, 1954, the Department was sent 
a letter by the General Accounting Office calling attention to the 
possibility of excessive distribution charges in [linois. 

Now, Mr. Nickell told us that he never heard about this GAO audit. 

Do you know why it was not called to his attention 

Mr. Bryer. I do not believe anything was written to Mr. Nickell— 
youmean? Well, first of all, he knew that they were there. Natural- 
ly, they were in his office, and if he did not know they were there, then 
1 do not know how that could happen. 

Mr. Horrman. May I inquire what he means when he says, “He 
knew they were there?” What do you mean ¢ 

Mr. Bryers. The General Accounting Office auditors. 

Mr. Horrman. Wait a minute. He is talking about the GAO, and 
you say the GAO sent a copy to the State ? 

Mr. Breyer. No, sir; I am saying that in order to make the audit, 
they were in the State office. 

Mr. Fountain. Mr. Beyer, maybe I did not make myself clear. 
1 am talking about the findings. 

Mr. Horrman. You are talking about the GAO report. 

Mr. Fountarn. Yes. 

Why was it not called to Mr. Nickell’s attention ? 

Mr. Bryer. I would think I would leave that to the Washington 
office to answer. . 

Mr. Fountain. Mr. Davis? 

Mr. Horrman. The way the record now stands, the witness is testi- 
fying here under oath that the GAO accounts were called to Nickell’s 
attention and, of course, that is not in accord with the facts. 

Mr. Fountatn. No. You said he was there when the GAO audi- 
tors were present ? 

Mr. Bryer. I said the GAO auditors were in the State office. I do 
not know whether Mr. Nickell saw them or not. 

Mr. Fountain. Well, I was not asking you whether he saw them. 
We did not question him about that, but he said he did not get the 
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benefit of the findings or the report of the auditors, and I was wonder- 
ing why that report was not given to him. 

Mr. Horrman. You were talking about the GAO report, were you 
not, which we have? 

Mr. Founrarn. Yes. 

Mr. Beyer. I thought you were talking about the GAO people; I 
am sorry. 

Mr. Davis. I think, first of all, we want to make clear 

Mr. Founrarn. I am actually talking about that letter that was 
sent on April 27, 1954. 

Mr. Davis. We want to make clear that that letter that was sent 
from GAO was in no way a GAO report. They called certain facts 
to our attention, including the situation in Lllinois, for our comment 
and discussion upon which to base their report. 

In other words, it was a request for additional information, in a 
certain manner of speaking. 

Now, when we got that report, or that letter rather, we did try to 
run down all of the matters that were pointed out in the letter. When 
we had done that, we did issue instructions to all of the area offices in 
August to bring these matters to the attention of the various States 
and to get sufficient information or to take sufficient action to correct 
anything that had been pointed out. 

I might say, parenthetically, that we did not receive the General 
Accounting Office report until it was transmitted to Congress, some 
week or two ago; but we did call it to the attention of the area offices. 

Mr. Fountain. This letter covered substantial excerpts from the 
report, did it not ! 

Mr. Davis. What later became part of the report. 

Mr. Wetts. At the time I took over as Administrator of the Agri- 
cultural Marketing Service, in November 1953, the General Account- 
ing Office indicated, through their appropriate representative, that 
they would like to audit a number of activities being transferred to 
the new agency, starting with the school-lunch program. 

We welcomed them to do so and tried to cooperate with them, and 
on April 27, if my memory serves me correctly, and I would like to 
check this date, they addressed a memorandum as to their preliminary 
findings to me as Administrator. 

Now, I believe I am correct when I say the General Accounting 
Office as a rule, in an investigation of this kind, when they rely to a 
large part on the materials which the agency supplies them, quite 
often they address a prelimimary memorandum to see if they have 
overlooked anything or to check their findings. 

That memorandum was discussed with my people, and I believe 
on August 6 that Mr. Davis or Mr. Trainer addressed each of the 
area offices, calling attention to the main questions that had been 
raised in this GAO letter and suggesting, among other things, that 
the area offices look to the particular items that had been questioned. 

Now, I am not aware that this necessarily said to Mr. Beyer, or to 
anyone else, that “you are to take this preliminary memorandum 
from GAO,” which was, after all, a preliminary memorandum, not 
an official report; but it said, “Here are the questions which have been 
raised which we would like you to look at.” 

Mr. Fountarn. In other words, they could govern that themselves 
on the basis of information they had gotten from you? 
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Mr. Wetts. Yes, sir; and we sent this to all States. 

Mr. Davis. We sent copies of the letter. 

Mr. Wetts. We sent an to the area supervisors; we did not 
N 


instruct them to give it to the people. 
Mr. Davis. No. 


Mr. Fountatn. At this point I would like to _ into the record 


the letter which was addressed to you from the General Accounting 
Office. 


We would also like to get the letter which you sent out and place 
that in the record. 

Mr. Wetts. If you like, we could put in the instructions of Au- 
gust 6, which were instructions to the area offices, the area super- 
visors. We will send copies of these other letters up, Mr. Chairman. 

(The letters follow :) 

GENERAL ACCOUNTING OFFICE, 
DIVISION oF AUDITS, 
Washington, April 27, 1954. 
Subject: Direct distribution program. 
Mr. Orts V. WELLs, 
Administrator, Agricultural Marketing Services, 
Department of Agriculture, Washington, D. C. 

Dear Mr. WELLS: In connection with our audit of the national school lunch 
program, we reviewed direct distribution operations incident thereto, Our re- 
view was made at 4 FDD area offices, 10 State agency offices, 20 schools, and 
in Washington, D.C. We would like to call attention to the following matters: 

1. Disparity of distribution rates in State programs (private companies versus 
State agencies). 

2. Surpluses at distributing agencies in States operating their own programs. 

3. Disproportion of salaries to total distribution expense in California. 

4. Lack of container-salvage program. 

Our comments follow: 


DISPARITY OF DISTRIBUTION RATES 


Rates charged to recipients to cover the cost of distribution vary among the 
several States; for example: 


Rates charged 


oe 

Indiana Ohio 

Michi- 
gan, 
total 

charges 





Illinois, 
total 
charges | 


Commodity Approxi-} other | APproxi- Other costs 


mate 2 mate i 
freight | S'S | freight | pop. og | Mar.11 


Beans, 100-pound bag. -._.._..-- M $4. 00 . ; $0. 40 
Beans, 6 10-pound cans_____---- 8 2. 40 . 34 < ‘a .10 
Cheese, 6 5-pound loaves - ---- -- . 1.05 é .10 
Eggs, 30-dozen case_.. 2. 25 . 50 
Turkeys, 100-pound case... __-. 4. 


00 : .6 .31 | . “10 


1 Due to the accumulation of surplus Ohio reduced its rates effective Mar. 1, 1953. 
2 Not applicable. 

In Illinois and Michigan the program is handled by private companies under 
contract with the State agencies. The rates charged cover all distribution costs. 
In Ohio and Indiana the State agencies operate their own programs. The rates 
charged cover all costs except actual transportation costs, from the State ware- 
house to the final destination, which is paid to the freight company by the re- 
cipient at the time of delivery. Therefore we have included in our schedule the 
approximate unit less-than-carload lot rate for an estimated maximum 150-mile 
trip for the various commodities, assuming that minimum load requirements have 
been met. This will provide a basis of comparison for equal services rendered. 
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Based on the above rates and the commodities donated in fiscal year 1953, the 
cost to schools and other eligible recipients would have been as follows: 


Approximate cost to 














| Walke of recipients 
State commodities |——————— 

| Amount Percentage 

| Ee = a 
a OO oan eT ata | $4,157,232 | $394, 000 9. 48 
MMM esike bfhincccdsatonecccs eee inca Macnes | 2,473, 160 | 185, 000 7. 48 
a iss ad Sa oa Da ba eR reed ad 1, 013, 071 57, 000 5. 63 
OU assis ccc end < Bag hii aia ca ictaie eae | 3, 945, 537 192, 000 4. 87 


As discussed below, some of the States operating their own program have 
accumulated surpluses from this operation. Where private companies handle 
the program, surpluses, if any, would accrue to them. 

In view of the disparity of rates between the private companies in Michigan 
and Illinois and State agencies in Indiana and Ohio and the operating surplus in 
several States, we believe a review should be made to determine that rates 
charged all recipients are reasonable. 


SURPLUSES AT DISTRIBUTING AGENCIES 


In several States the cost of warehousing, storing, handling, and administrative 
expenses is covered by State appropriations. However, most States pass the total 
cost of the program on to the recipients. In a number of instances amounts 
received, based on predetermined rates, have exceeded the cost of the program. 
Cash on hand June 30, 1953, amounted to $171,454.98 in California, $157,919.84 
in Ohio, and $112, 525.82 in Massachusetts. Then other States had funds (in ex- 
cess of $3,000 each) aggregating $82,623.45, including Arizona with $21,839.26 and 
Wisconsin With $15,725.48. Certain State regulations require reversion to the 
State treasury of all surpluses held by State agencies after specified periods of 
time. Therefore, accumulations in excess of normal working capital require- 
ments could be lost to the program. The necessity for and reasonableness of 
the cash balances on hand and plans for their use or disposition should be 
considered in connection with the review of distribution rates suggested above. 


DISPROPORTION OF SALARIES TO TOTAL DISTRIBUTION EXPENSE IN CALIFORNIA 


In discussing the cost of operations in several States AMS personnel seemed 
disturbed at the high ratio of salaries to total expense in the State of California. 
Out of $222,149.94 expense for fiscal year 1953, 44 percent, or $97,857.86, was for 
salaries. It was indicated that a review of California’s operations would be 
made and we would appreciate advice of the results of such review. 


LACK OF CONTAINER SALVAGE PROGRAM 


The Federal-State agreement, section 10, calls for a container salvage program. 
Reports from our field offices indicated that not one of the 10 State agencies 
visited carried on an adequate program of this nature. Most States do not have 
an active salvage program. It seems that the number of salvageable containers 
and the value thereof in a program which in fiscal year 1953 handled about 15 
different commodities valued at over $80 million should have received more 
serious consideration, In fiscal year 1954 the Direct Distribution Branch an- 
ticipates that it will handle approximately $135 million worth of commodities. 

For example, directive AMS-VMP 36a dated March 25, 1954, authorized the 
purchase of 400,000 bags of beans at a maximum cost of $4,600,000. Even at a 
Value of only 5 cents per bag, the salvage on this one purchase would amount 
to $20,000. This purchase represents about 314 percent of the anticipated pro- 
gram and, although some commodities may not be packed in salvageable con- 
tainers, the potential amount recoverable would appear to be substantial. 

We recognize that in some States where there is no centralized well-organized 
distribution program the cost of collection and sale of containers could exceed 
the amount recovered. However, in States where conditions lend themselves to 
an active salvage program, it should be given serious consideration. We suggest 
that a survey be made of potential recoveries and estimated costs as a basis for 











































130 DISTRIBUTION OF SURPLUS COMMODITIES 


determining whether the net proceeds would justify operation of a container 
salvage program. 
We would appreciate your comments on the above matters and will be available 
for discussion at your convenience. 
Very truly yours, 
O. D. McDoweE Lt, Assistant Director. 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
AGRICULTURAL MARKETING SERVICE, 
Washington, D. C., August 6, 1954. 
To: Area field supervisors, FD. 
From: Acting Director, Food Distribution Division. 
Subject: GAO audits, Direct Distribution Division. 


There is attached a copy of a letter dated April 27 from Mr. 0. D. McDowell, 
Assistant Director, Division of Audits, General Accounting Office, and a copy 
of Mr. Wells’ letter of June 19 made in reply. 

It is requested that this exchange of correspondence be very carefully con- 
sidered and every effort made, at the time of field visits or administrative 
analyses, to develop such information as will be of assistance to this office in 

‘making a progress report to Mr. MecDowell’s office. Each area should, for 
example, plan now to make rate studies of State-operated and commercial-type 
distribution programs to determine what, if any, disparity exists between 
States. You should review and, where feasible, have agencies reduce excessive 
operational funds. The subject of salaries paid in proportion to other program 
expense should become an item for each State review. Finally, where practical, 
every effort should be made to develop additional container salvage programs. 
Specific instructions as to actions to be taken will be issued at a later date, but 
early enough to permit inclusion in plans for the conduct of administrative 
analyses. 

Although Mr. McDowell’s letter is in direct reference to a comparatively few 
States, it is the intention of GAO to make field audits of other States this year 
and it can be expected that the same general subjects will be reviewed. Also, 
some of the same States visited last year will be reviewed late in the year to 
determine what progress has been made. Further, they receive copies of all 
DDD audit reports as made by Department auditors so that they are in a position 
to ake individual agency or overall program appraisal. 

Howarp P. Davis. 


JUNE 18, 1954. 
Mr. O. D. McDOWELL, 
Assistant Director, Division of Audits, 
General Accounting Office, Washington, D. C. 


Dear Mr. McDowe tt: This is in reply to your letter of April 27 calling our 
attention to several matters relating to the food-distribution program which 
were developed as a result of your recent audit of the operations of our Food 
Distribution Division, and certain State distributing agencies operating under 
an agreement with this Department. As requested, we offer the following com- 
ment by subjects presented : 


1. Disparity of distribution rates in State programs (private companies versus 
State agencies) 

Some State legislatures appropriate sufficient money to pay all costs of food 
distribution. Some provide funds to pay part of these costs, and others finance 
distribution entirely by unit charges or assessments. Some States operate from 
their own warehouses and provide delivery service in State-owned trucks. In 
contrast, in other States our carload shipments are unloaded at team tracks, 
where recipients assist in the unloading of a consignment and become responsi- 
ble for transportation and storage. Finally, some States employ commercial 
organizations which, for a fee, carry out a part, or all of the distribution work. 
Unit charges between States should vary, therefore, with service provided 
and can be expected to run considerably higher in States where the unit charges 
pay all costs of operation. After consideration of these factors, however, we 
agree that there is a disparity of rates between the States as mentioned in your 
letter. We will, therefore, conduct a comparative study of rates and costs in 
these and other States. If we find that charges as set by any State cannot 
be justified, we will require appropriate corrective action. 
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2. Surpluses at distributing agencies in States operating their own programs 


As indicated, the amount of the balance in a State operational fund is related 
to the rates charged recipients. This is a matter that has received our attention 
and some agencies, at our request, have temporarily set unit charges below costs, 
or have arranged for a period of free distribution for the purpose of reducing 
the amount of money in an operational account. As policy, we have also required 
that operational funds be utilized in the program and that they must be returned 
to the recipient groups in those instances where an agency had discontinued 
operations. Since the methods and the costs of distribution are so widely dif- 
ferent between the States and since the operational fund is essentially a reserve 
for future distributing expense, we believe it would be very difficult to control the 
size of such funds by a Federal regulation that would apply to all agencies. 
Further, we have no legal authority to control the size of the balance a State 
may carry as long as such funds are used only for program purposes. We will, 
however, continue to review, by States, the amounts on hand in the operational 
funds and, where possible, have States reduce balances that appear to be excessive. 
We will also continue to insist that these funds be maintained, or be so used 
in the food-distribution program as to avoid the possibility of their loss to the 
program by transfer to a State’s general fund. We will give special attention at 
time of our annual administrative analyses and audits to the operational funds 
in States as mentioned in your letter. 


$3. Disproportion of salaries to total distribution expense in California 


The California Office for Surplus Property under supervision of the State 
department of education provides complete distribution service, including door- 
to-door deliveries to recipient agencies in State-owned vehicles. 

This agency has an extensive payroll and pays its employees well, but to our 
best information, follows workload requirements and salary scales that are in line 
with the personnel standards of the State of California. This agency distributes 
surplus food and other Government surplus property so that income and opera- 
tional expenses are each year prorated between the two types of commodities 
which the agency classifies as “food” and “hardware.” 

We have periodically discussed the food program operational costs, inelud- 
ing salaries, with the officials of this agency who maintain their costs are justified 
on the basis of services provided and conditions peculiar to the State of Cali- 
fornia. This agency will, however, be included in the general study of rates 
and costs as discussed in paragraph 1, and will receive such further attention 
as may be appropriate. 

In our review of overall costs, we have been concerned with the proration 
of costs between the food and hardware programs. At our request, the agency 
has conducted a pilot program on proration of costs during the past alternate 
months of December, February, March, and May in which every employee has 
recorded, at 15-minute intervals, the time spent on food, hardware, or both 
programs. We have not received a final report on this pilot program, but are 
advised that the agency regards it as a better cost-analyses system than was 
in use in the past, and that we can expect a reduction in charges against food 
With a resulting increase in amounts charged hardware. We are also advised 
that the agency will make rebates this summer to participating recipient agencies 
of their share of the surplus in the operational funds that acerued during the 
1952 and 1953 distribution years. These rebates will be computed on basis of the 
new prorating for food and hardware costs. 

When the States’ report on the pilot program is completed, representatives of 
the Food Distribution Division and of the Program Appraisal and Audit Di- 
vision, as well as representatives of the State agency in California, will review 
the report to determine the effect of the pilot program on costs applicable to 
food distribution. 

At that time, the matter of salary costs and total personnel will also be 
further discussed. It must be remembered, however, as we pointed out above, 
that salary scales and workload requirements are matters of State agency 
administrative control. We would have no legal authority to impose salary 
or personnel limitations on State agencies except to urge that food-distribution 
porgrams be operated as economically as possible. 


I 


4. Lack of container salvage program 

We have always considered part 10 of our agreement as permissive in nature 
in that State agencies could either sell containers or use them in the redistribu- 
tion or storage of commodities. In reviewing the list of commodities distributed 
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in 1953, we find that among 18 commodities handled, all but a few were packaged 
in fiberboard cases with negligible salvage value. Of those commodities shipped 
in salvagable containers, apples were, for example, shipped in California apple 
boxes and pears were shipped in western standard pear boxes. The wooden 
apple and pear boxes have some salvage value in an area where they can be 
used again for their original purpose but in others the recovery would not 
justify the sales’ expense. Shell eggs were shipped in both wooden containers 
and standard fiber egg boxes. Here again, these boxes may be sold for any 
appreciable salvage in only those areas where they can be used again for eggs. 
Two other containers used in fiscal year 1953 were beanbags and the drums 
used in bulk shipments of nonfat dry milk solids. In some States, these con- 
tainers were sold and proceeds deposited in salvage accounts; in other States, 
they were utilized for local storage or some other program purpose. It is 
possible that more of these containers might have been sold in some places 
but to ascertain this it would be necessary to analyze each recipient’s situation. 

We agree that a container-sales program may be carried out in some States 
to advantage, depending on such factors as a heavy concentration of recipient 
agencies and a potential market for the containers, but do not think it possible 
to lay down a procedure for such sales that would be workable in all States. 
As you mention, the sale of containers becomes impractical in States that do 
not have highly centralized operations and, since many States are in this cate- 
gory, the potential return, as illustrated by statistical figures showing salvage 
value of all containers used in a nationwide program, is misleading. 

In our annual administrative analysis of each agency’s operations, we now 
obtain information as to whether or not they have a container program, and 
whether or not the agency has issued instructions to recipient agencies relating 
to container sales. During our administrative analysis this coming year, we 
will place increased emphasis on the need to improve existing salvage container 
programs and urge, where practicable, that State agencies, not now taking 
advantage of these programs, attempt to do so. We will also stress the value 
of container sales in discussions of salvage activity at the time of our Food 
Distribution Division’s area meeting with all State agency representatives this 
summer. 

We greatly appreciate the cooperative manner in which your office conducted 
the recent audit of the food-distribution programs. We believe also that the 
type of findings presented for our attention are certainly indicative of a most 
thorough and careful review of Our operations. If we have not sufficiently 
explained our actual or contemplated action relating to the matters presented, 
we trust you will call on us for additional information. 

Sincerely yours, 
O. V. WELLS, Administrator. 


Mr. Fountarn. Mr. Nickell read to us a letter from you, Mr. Beyer, 
dated October 8, 1954, indicating complete satisfaction with the Tli- 
nois program. , 

Had you been advised at that time of the GAO report? 

Mr. Beyer. I may have; I do not recall. 

We were complimentary, and have been complimentary, to Mr. 
Nickell with reference to the fine service that he has been giving the 
schools and also with reference to accountability for commodities, and 
in those instances we have said so verbally and I think Mr. Nickell 
could probably find an additional letter or two in which we also com- 
plimented him on his services; and maybe we should have made it 
nee we were talking about the services to the schools rather than the 
charges. 

Mr. Fountain. At the time you wrote that complimentary letter 
to Mr. Nickell had anything been done as a result of the GAO report ? 

Mr. Breyer. Well, what was the date of that? 

Mr. Fountrarn. October 8. 

Mr. Breyer. Had anything been done about the GAO report ? 

Mr. Fountarn. Yes. 

Mr. Bryer. I do not think the GAO report was issued by that time. 
Mr. Fountarn. The letter; I did not mean the report. 
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Mr. Beyer. The letter that we received, if I remember correctly, 
advised us to look into, I think there were two matters. The rates 
of charges in all States, and another item was salvage-container re- 
ports. And, in that connection, we then started inquiring of all 
States, and on our field trips discussed with all States about the advis- 
ability of maintaining a salvage-container report, and also discussed 
with them the rates of charges to the schools; and it is quite likely— 
what was the date of that? 

Mr. Davis. August 6. 

Mr. Beyer. And it is quite likely we did already have that letter, 
which made no specific reference to take any individual State, but 
covered all States to see that something was being done and that we 
were helping the States set up better salvage-container sales and ac- 
coumtabitite, and also to check on the rates. 

Mr. Founrarn. I believe, in response to a question propounded by 
Mr. Holifield, you stated that you advised Mr. Nickell or Mr. Dunbar 
a number of times that you thought the rates were too high? 

Mr. Beyer. Yes, sir. 

Mr. Founrarn. And you did that a number of times prior to the last 
2 or 3 months? 

Mr. Beyer. Oh, yes, we did that; and in the statement which I have, 
a number of dates are mentioned, at which times we discussed that. 

Mr. Fountatn. Were some of your criticisms of those rates oral or 
were they all in writing! 

Mr. Breyer. Some were oral and some in writing. We have only 
those which are in writing, but I think I could truthfully say, and 
under oath, that we have discussed rates on numerous occasions. 

Mr. Fountarn. I wonder if you would be kind enough to furnish 
us copies of these letters for the record. 

Mr. Beyer. Yes, sir. I have a set of these letters right here. 

Mr. Fountarn. If you do not have them now, if you can send them 
to us it would be all right. 

(The letters referred to appear as exhibits 1A-7A, 21A, 23A, and 
31A-33A, pp. 373-403.) 

Mr. Beyer, the Department of Agriculture performed, as I under- 
stand it, three audits of Illinois, besides the most recent survey during 
the life of the Dunbar contract ; is that correct ? 

Mr. Beyer. Three audits? 

Mr. Fountain. Yes. 

Mr. Beyer. Yes. There are yearly audits made of all State agen- 
cies, both direct distribution and also school lunch, 

Mr. Fountain. Did any of these audits criticize Dunbar’s rates as 
being too high ? 

Mr. Bryer. I believe not. 

Mr. Hottzman. These were only administrative audits; were they 
not? 

Mr. Bryer. Yes, sir; they are fiscal audits on fiscal administration. 

Mr. Fountain. Mr. Beyer, the Lllinois State plan of operation, 
which Mr. Nickell said you approved, states, and I quote: 

Unit prices, as established, are based upon a survey of prevailing warehouse 
and trucking rates that exist in the State of Illinois at the present time governed 
and directed by the Illinois Commerce Commission. 

Did you ever check the prevailing rates to see that Dunbar’s rates 
were actually based upon those rates ? 
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Mr. Bryer. No, sir; and one of the reasons for it is that Dunbar’s 
rates were on a unit basis and there was no way of knowing how much 
he was actually charging for cartage, how much he was char ging for 
storage, how much he was charging for some of the administrative 
duties, how much he was chargin for humping, and so on and so 
forth. Sothe answer is “No, *T did not. 

Mr. Fountarn. Now, of course, that is a quotation from the plan 
of operation. 

Did he ever orally tell you that those rates which he was agreeing 
to with Dunbar & Co. were based upon a survey of pr evailing ware- 
house and trucking rates that existed in the State of Illinois governed 
and directed by the Illinois Commerce Commission ? 

Mr. Bryer. I believe not. There was a lot of discussion in that con- 
nection and emphasis was placed on the high cost of Illinois rates in 
one form or another, which were the reasons for the high charges 
as made. 

Mr. Founrarn. So I take it that prior to the last 2 or 3 months, 
either you or some other representative of the Department had given 
Mr. Nickell reason to believe that the Department was other than 
completely happy with the Dunbar contract ? 

Mr. Bryer. I would say so; yes, sir. 

Mr. Fountarn. Now, the Department’ s statement of March 8 indi- 
eates that Mr. Nickell was informed by the Department—on March 
3—that Dunbar & Co. would have to lower its rates and that Dunbar 
canceled his contract rather than agree to reductions. 

However, the subcommittee le: wrned from Mr. Nickell that Dunbar 
voluntarily gave notice of cancellation on March 1. 

That indicates, does it not, that the Department did not decide to 
really get tough with Mr. Dunbar until about 2 days after he quit 
voluntarily ¢ 

Mr. Beyer. When I called on Mr. Nickell to discuss what turned 
out to be the final discussion in connection with Dunbar’s rates, we 
had heard nothing, I had heard nothing, and I can say that very 
emphatically, w ith reference to any intention of Dunbar withdrawing 
from his contract. 

If I may, I would like to give you the sequence of our discussion 
at that time. 

Mr. Fountain. Go right ahead. 

Mr. Bryer. I had a preliminary discussion with Mr. Nickell in 
which he used the survey as a basis. On the basis of the survey Mr. 
Nickell and I worked up some rates which we decided we would 
propose to Mr. Dunbar. ‘They were half the rates which Dunbar was 
charging at that time. 

Mr. Davis. This was on March 3. 

Mr. Bryer. Yes, that was on March 3. 

Mr. Nickell then telephoned Mr. Dunbar, and Dunbar came down. 
I think he was probably in Mr. Wolfe’s office. I am only guessing 
I do not know. But he was there rather quickly. And we sieges 
these rates to Dunbar and he very emphatically said, “I could not 
operate on that basis; that is impossible.” 

A little later, after discussion, he said, “Well, I guess I was a little 
hasty about this. Let me think it over.’ 

So we all adjourned to lunch, Mr. Nickell going somewhere, Dun- 
har and I going elsewhere. We did not have ‘lunch together. 
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And Mr. Dunbar came back with rates which he had figured out 
for himself, 

Oh, I am sorry. Before that he handed Mr. Nickell a paper and 
said, “Here it is, I am through. I am tired of this sort of thing and 
I want to get out. My reputation is being blasted,” and so on and so 
forth. And he turned the letter over to Mr. Nickell, which turned 
out to be a cancellation. 

And, a little later, he said, “I am sorry I was so hasty.” But Mr. 
Nickell still retained the letter. “I would like to look these rates 
over.” 

And he then came back after lunch and proposed rates which were 
a reduction of his present rates of about 10 percent, some slightly 
lower. 

The first I knew of Mr. Dunbar’s withdrawal from the program, 
from his contract, was at that sitting. I had never heard of it before, 
and I do not know whether Mr. Nickell had or not, but perhaps he 
may have. 

Mr. Founrarn. What, again, was the date of that sitting? 

Mr. Beyer. That was March 3. 

Mr. Founrarn. March 3 of this year? 

Mr. Bryer. Yes, sir. Mr. Nickell and I decided that the rates which 
Mr. Dunbar was proposing, countering our rates, were unacceptable. 

We then called, I think it was you, Mr. Davis, and told him of the 
fact that we did not think these rates were satisfactory, and Dunbar’s 
withdrawal stood. 

Mr. Fountain. Mr. Beyer, at this point I would like to read to you 
a quotation from the letter which Mr. Nickell received from Dunbar 
& Co. canceling the contract : 

While you and I know all the facts the public does not because of the failure 
of certain newspapers, intentionally or otherwise, to print the whole truth. 
Subsequent to these articles we have been harassed by Oscar Beyer, area field 
supervisor, Chicago regional office of the Agricultural Marketing Service, to 
such a point that the entire direct distribution program in the State of Illinois 
is threatened. As you will recall, Mr. Nickell, the entire program, including 
rates, Was set up and approved by Beyer after study of the Michigan plan at his 
suggestion. 

Do you have any comment to make on that statement ? 

Mr. Bryer. I have specific comments to make on that. 

Of course, first of all, Mr. Dunbar’s use of the word “harassed” I 
presume is his interpretation of our taking up the rates with him 
continuously. 

We did not—I would like, if I may, to refer to my coworker—we 
did not tell them to go to Michigan. 

Mr. James. He: asked for names of certain States, and so forth, and 
Michigan was one of the States. 

Mr. Founrain. That is Mr. James? Will you be sworn, please, 
Mr. James? 

Do you solemnly swear the testimony you will give in this hearing 
will be the truth, the whole truth, and nothing but the truth, so help 
you God? 

Mr. James. I do. 

As I recall, Mr. Wolfe asked us for the names of various States in 
our area for a pattern upon which he could base his distribution sys- 
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tem, and, if I recall exactly, we not only gave him the State of Michi- 
gan but we also gave him the States of Wisconsin and Ohio. 

Mr. Fountarn. What was the date? Do you recall what the date 
was? 

Mr. James. Offhand I would say that would be as early as January 
or February 1952. 

Mr. Fountain. And the contract was executed on June 13, I believe, 
1952? 

Mr. James. Yes, sir. 

Mr. Founratn. Go ahead, Mr. Beyer. 

Mr. Reuss. Would you have Mr. James identify himself 4 

Mr. Founrarn. Would you identify yourself for the record, Mr. 
James? 

Mr. James. My name is John J. James. I am the administrative 
officer of the Chicago area office. It is my responsibility to administer 
the direct distribution program in the 11 Midwestern States cevered 
by our area. I am under the direct supervision of Mr. Beyer. 

Mr. Founrarn. All right, Mr. Beyer. 

In that connection may I direct another question ? 

Did you recommend any one of those States specifically ? 

Mr. James. No, sir. 

Mr. Bryer. They asked for States, and that was my recollection of 
it, that we did not recommend Michigan specifically. 

Mr. Founrarn. What about his statement that the entire program, 
including rates, was set up and approved by you after the aruny of 
the Michigan plan, at your suggestion ? 

Mr. Bryer. Well, I think in that connection I would repeat again 
that we did not approve the rates, we agreed that they would use them 
on the basis that they assured us they were experimental and would 
be reviewed after 90 days of trial. 

Mr. Fountain. But you did not set the rates up ? 

Mr. Bryer. We did not set the rates up. No, sir; we did not set 
the rates up. 

Mr. Fountain. Now, is it true that you have the right to audit a 
State’s financial records on the distribution of surplus foods? 

Mr. Bryer. The State agencies; yes, sir. And we do that. 

Mr. Fountain. And where you have a direct contract with the local 
school you can audit their financial records? 

Mr. Breyer. We audit them from beginning to end. 

Mr. Fountain. Where the State distributes food to the schools you 

can still audit the financial records of local schools? 

Mr. Bryer. Yes, sir. 

Mr. Founrarn. And your right to audit the financial records of 
the States and schools is based on your contract with the State or 
directly with the schools, as the case may be ? 

Mr. Bryer. Yes, sir. 

Mr. Founrarn. You have a standard contract which you use in most 
States all over the country ; do you not ? 

Mr. Bryer. Yes, sir. 

Mr. Fountarn. And the Illinois contract with Mr. Nickell is one 
of the standard contracts; ts that true? 

Mr. Bryer. Yes, sir. 
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Mr. Fountarn. And the provision in that contract which gives you 
the right to inspect the State’s financial records, if any, is section 9, 
is it not, which reads, and I quote: 

The agency will maintain true and accurate records pertaining to the receipt 
and distribution of the use of commodities? 

And then it goes on to say that the Department can inspect these 
records. 

Mr. Beyer. Yes, sir. In that connection, the Illinois State agency 
has been audited on several occasions, and, excepting for the first audit 
or so, when they were inexperienced, their audits have been practically 
perfect. 

Mr. Fountain. And that provision has been interpreted without 
question to give you the right to audit the financial records of the State 
of Illinois? 

Mr. Breyer. The State school-lunch program ; yes, sir. 

Mr. Fountain. Now, section 7, I believe it is, of the Dunbar con- 
tract has exactly the same provision regarding maintenance of true 
and accurate records by Dunbar. It also provides that the Depart- 
ment may inspect them. 

Can you tell me, Mr. Cooper, why the Department interprets the 
same wording to have a different meaning for Mr. Dunbar and Mr. 
Nickell than it does for States and schools all over the country ? 

You might refer to that section, if you like. 

Mr. Cooper. Upon first reading this provision in the contract I 
had thought that it was sufficient to warrant us asking permission 
to come.in and audit the books of Dunbar, and so advised the officials 
of the Department. 

Dunbar, however, we are told, contended that that provision related 
only to the records relating to the receipt and distribution of the 
commodities for which special records had been required to be set 
up for the accountability of the commodity. 

The State officer, we are informed, concurred in that interpretation 
with Mr. Dunbar. We not being a party to it, we felt that if the two 
parties had in mind that this language meant something else, it would 
be difficult for us to say that the intention of that was other than 
the meaning that er gave it. I cannot say that the interpretation 
that they gave it is wholly unreasonable. 

Mr. Hotrzman. Even though it conflicted with your opinion of it 
at first? 

Mr. Cooper. Yes. I felt that we could get at the facts that we 
were after sufficiently for our purposes by other means, and accord- 
ingly so recommended. 

Mr. Founrarn. Did you have any questions of Mr. Cooper? 

Mr. Naucuton. Now, Mr. Cooper, if that interpretation was ex- 
tended, in other words, if you took that clause of the contract, to 
have the same meaning in the case of the States and schools all over 
the country as you did in the case of Mr. Dunbar and Mr. Nickell, 
then you would not be able to determine whether or not this was a 
nonprofit program, would you? You could not get at their financial 
records, could you? 

Mr. Cooper. We could not probably get at those financial records, 
103; but let me say a nonprofit program does not mean that the rail- 
roads cannot have profits on their normal hauling, nor any private 
distribution agency. 
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The nonprofit program applies to the operation of the schools and 
the State which are operating the program, you see. 

Mr. Fountarn. We understand that. You could not get the food 
to them if somebody did not make a profit, assuming it is done by 
private enterprise. 

Mr. Navueuron. Was Dunbar not, as Mr. Beyer mentioned here, 
acting as the agent of the State in this case? 

Mr. Cooper. Probably so. 

Mr. Navueuron. Could not all of the States evade the nonprofit 
provision by setting up agents and evading the contract ? 

Mr. Coorer. Well, we certainly see to it, sir—if we found that 
when they were so interpreting the contracts and would not permit 
us to go into the books—that we would take proper administrative 
action to stop that type of action. The new contracts will carry a 
specific provision that all records, fis¢al as well as accounting records 
for commodities, will be examined by the Department of Agriculture. 

Now, the specific contracts with schools under the National School 
Lunch Act do carry that, precise and specific. 

May I state that this form of contract that was drafted is a very 
old form that was provided back sometime before 1946. It did not 
contemplate States using these private facilities. 

Mr. Navucuton. With some changes, the contract between Mr. 
Nickell and Mr. Dunbar is actually an adaptation of a form contract 
that you used where you distributed directly to schools around the 
country, is it not ? 

Mr. Cooper. Yes, sir. 

Mr. Naveuron. And section 7 is essentially the same provision that 

contained in your contract with the schools throughout the country ? 

Mr. Coorrr. Yes. 

Mr. Naueuton. And you interpret section 7 in the case of schools, 
do you not, to give you the right to audit their financial records ? 

Mr. Cooper. Yes, sir. 

Mr. Navueurton. But in the case of Mr. Dunbar and Mr. Nickell, 
you interpreted it not to give you that right? 

Mr. Coorrr. I would have interpreted it to give me that right, and 
as a part of our contract I could say that is what our intention is, 
and they knew it; but I cannot, when Mr. Nickell and Mr. Dunbar 
say that was not their intention by this language, read into it other 
language and intent if they take the witness stand in court against 
me, you see. 

Therefore, I was in fact saying let us proceed, then, on another 
basis. 

Mr. Naventon. Does not section 7 state that not only Mr. Nickell 
has the right to look at those records, but also specifically state that 
the Department of Agriculure has the right to look at those records? 

Mr. Fountain. That is, records with respect to “receipt and distri- 
bution of commodities” you have in mind ? 

Mr. Naventron. Yes. And in other cases it is interpreted to mean 
financial records, with the particular exception of this one contract. 

Mr. Coorrr. And he has not refused, I understand, a right to audit 
his records as far as the commodity distribution is concerned, only 
the fiscal records. 
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Mr. Founraryn. But Mr. Nickell did insist that he had no such in- 
tention when he drew the contract with Dunbar & Co. to permit the 
Department to audit Dunbar’s financial records. 

Mr. Cooprrr. I base my conclusion on that on a statement in the 
audit report. 

Now if I am in error on that, it is an error of misreading the audit 
report and it would be an error of fact, and my opinion would be 
revised accordingly. 

Mr. Fountain. Do you have that particular portion of the audit 
report available? 

Mr. Cooper. It is on page 4, item 2, at the top of page 4; it says: 

Item 7 of agreements is interpreted by the State agency and Dunbar as restrict- 
ing the right of USDA to audit only those records of Dunbar & Co. relating to 
the accountability of commodities. 

Mr. Fountain. Now, Mr. Holtzman, did you have some questions 
along that line? 

Mr. Hotrzman. Yes; just one or two. 

You have been talking about intention, Mr. Cooper. Would that 
not be a matter for the court to decide? Does it seem reasonable to 
you as an attorney to say, “I am going to interpret this particular 
clause in this manner because Dunbar and Nickell say they intended 
to have it that way”? 

Mr. Cooper. Yes; it is a matter 

Mr. Hotrzman. Is this a reasonable procedure, in your opinion ? 

Mr. Coorer. Yes; upon consideration that the court listens to the 
parties to the contract if he does not find that it is contrary to the 
expressed language of the contract. 

Section 7 of that contract of Dunbar, which pertains to that pro- 
vision, states that the outlet will maintain true and accurate records 
pertaining to the receipt and distribution of commodities, and that 
such records will be available for inspection. 

Certainly I think that we had in mind those records would be just 
that type of record. 

Mr. Hotrzman. Let me ask you this. Suppose Dunbar and Nickell 
decided that the portion of the agreement which you just read was 
not intended to mean that you could even check their books in an 
administrative fashion physically as to receipts and the distribution. 
Would you then say that you had no right to check their books for 
receipts and distribution ? 

In other words, suppose they said that they intended that the De- 
partment be precluded from checking their books at all? Would you 
say that because they said so the Department did not have the right? 
Mr. Coorrr. I believe not, as a contractual matter. My action then 
against the State, you see. 

Mr. Hotrzman. Well, what would you have done in an instance of 
that kind? How would you have proceeded if you felt that they were 
wrong in their interpretation ¢ , 

Mr. Coorrer. We might, I assume, have gone and asked the court for 
an injunction to permit us to examine the books. 

Mr. Hotrzman. Or a declaratory judgment; is that not so? 

Mr. Cooper. Probably so, yes. 

Mr. Hourzman. Could you not have done that with respect to the 
other matter we are discussing instead of relying exclusively on what 
you said was the intention of the parties? 
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Mr. Cooper. The first thing, when we would go into court, would be 


this interpretation by parties who made the contract themselves. It 
would be extremely hard for us to overcome that. I am not saying 
conclusively that we could not have prevailed upon a court to adopt 
a view that, inasmuch as this constituted, in a manner of speaking, a 
subcontract, the parties would probably have had in mind the meaning 
that we gave it. We might have prevailed, but the point at issue was 
the question of rates. I saw no provision in here by which the Federal 
Government would recapture funds. If that were involved, I would 
certainly try every means possible to audit that contract. 

But inasmuch as this was a forward-looking contract, we felt that 
we were not in a sound enough position to seek injunctive action when 
the same results could be accomplished by other means. 

Mr. Hotrzman. Well, what other efforts were made by anybody 
in the Department or in your office to try to find out whether or not 
these rates that were being charged were excessive ? 

In other words, I am distressed by the situation where you decide 
that you had no right to check into the manner of fixing of the rates, 
and then you sit back and do nothing, and let the thing continue. 

Now it seems to me that even the legal procedure would have been 
better than doing nothing at all, assuming that we knew at that time 
that the rates which were being charged were excessive. 

Mr. Coorrr. I beg your pardon, sir. I thought we did something, 
that we did not sit back. 

Mr. Hoitrzman. Well, what was it that you did? 

Mr. Coorrer. My opinion was dated February 24, 1955. On that 
very day I attended a conference in the Department of Agriculture 
looking forward to action being taken immediately. The result of 
that was, I believe, a letter leaving the Department—and I believe the 
24th was on Friday or Thursday—very late in the week 

Mr. Wetts. Thursday, I think. This was completed late Friday 
night. 

Mr. Coorrr. So that by the following Monday a letter left the De- 
partment saying that action had to be taken on this to reduce those 
rates. And it resulted in that meeting at which there was a termina- 
tion of this contract ; I mean in Chicago. 

Mr. Hourzman. You say termination. According to Nickell he 
came in and resigned. 

Mr. Horrman. No, canceled. 

Mr. Horrzman. Canceled, that is right. He had it in his pocket. 

Now, in determining intention we look always to the language of an 
agreement, do we not ¢ 

Mr. Cooper. Yes. 

Mr. Horrzman. We look to the conduct of the parties, the genera! 
procedure that prevails in the particular field; is that not so? 

Mr. Cooper. Yes, sir. 

Mr. Hourzman. And do you feel now that because Dunbar and 
Nickell indicated that it was not their intention to have the Depart- 
ment check their books with respect to rates and charges, that their 
position is right and your position is wrong? Is that your position 
now, that because they told you that it was not their intention to per- 
mit it, that that makes it so ¢ 

Mr. Coorrr. No, sir. 





N 


ques 


pleas 
M 
mak 





DISTRIBUTION OF SURPLUS COMMODITIES 141 


Mr. Hourzman. All right. No further questions. 

Mr. Founrarn. It is now 10 after 1. What is the pleasure of the 
committee with respect to a recess? 

Mr. Horrman. What is the pleasure of the chairman about con- 
cluding the hearings so far as these witnesses are concerned ? 

Mr. Fountar1n. Well, I think we can conclude them probably with- 
inanhour. Do we want to sit and finish this up? 

Mr. Hotrzman. Suppose you ask some of our witnesses. 

Mr. Horrman. The House is in session, considering a rather im- 
oortant bill and while, under the rules perhaps subcommittees can sit, 
if the witnesses are all here in Washington, perhaps we can recess. 
We have been in session here now since 10 o’clock. It is now 10 
minutes after 1 and we have had 25 minutes out to attend a rollecall. 

Mr. Founrarn. That is right. 

Mr. Horrman. I am quite sure the chairman has not had anything 
to eat. Maybe some of the other fellows have slipped out and had a 
snack. 

Mr. Founrarn. I myself do not have many more questions. I do 
have some, you might call, clearing-up questions in addition to one 
question of a legal nature I want to ask Mr. Cooper, but some of the 
the other members of the committee, I am sure, do have questions. 

Mr. Horrman. I had some. I want to put into the record the 
articles from the Congressional Record; one dated March 17, from 
page A1830, one dated March 18 from page A1845, and one dated 
March 21 from pages A1902—-A1903, by our colleague from Illinois, 
Mr. Price, commenting on this situation. They are pertinent and 
interesting. 

Mr. Fountrarn. Well, are they competent insofar as this hearing 
is concerned ¢ 

Mr. Horrman. I would think so. They would be very helpful. 

Mr. Hortrzman. Mr. Chairman, may I ask 1 or 2 questions of Mr. 
Beyer, please ¢ 

Mr. Fountatn. Yes. 

What is the pleasure of the committee with respect to recess? 

Mr. Reuss. Just so the chairman may know, I do not think the 
questions which I will ask will consume more than 5 minutes, so that 
the chairman can plan to adjourn or to go on. 

Mr. Fountain. Well, we will go along just a few more minutes. 
We may be able to finish this thing up. 

We would like to ask you about the State of Michigan, for com- 
parative purposes. 

Mr. Kruecer. Mr. Chairman, I have another meeting that will 
begin in about 10 minutes, and I would like to be excused. 

Mr. Fountain. What is your pleasure—to meet again this after- 
noon or go on this morning ? 

Mr. Krurcer. You may continue. I am satisfied that the hearing 
will be well conducted. 

Mr. Fountarn. Yes; but we would like to conduct the meeting with 
as many members present as possible. 

Well, go ahead and ask your question. Then, I think, if it is the 
pleasure of the committee, we’ll take a recess until 2: 30. 

Mr. Horrzman. Mr. Beyer, let me preface this by saying that I 
make absolutely no accusation, direct or implied. 
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I asked you before how long you knew Mr. Nickell, and you said 
just about the same length of time you knew Mr. Wolfe, 1946 or 1947, 
as I recall. 

Mr. Beyer. Yes, sir. 

Mr. Hotrzman. How often did you meet Mr. Nickell during the 
intervening years, either in a business fashion or socially? 

Mr. Bryer. Well, never socially; I do not know Mr. Nickell socially. 
[ think he is an awfully nice fellow, but I do not know him socially. 

Mr. Hourrzman. How often would you say you met him? 

— Beyer. I would say anywhere from 2 to 4 times a year, more 
or 1ess. 

Mr. Horrzman. Did you ever take lunch with him? 

Mr. Beyer. I have never had lunch with Mr. Nickell. 

Mr. Horrzman. Did you call him Mr. Nickell or did you call him 
by his first name? 

Mr. Beyer. Only called him Mr. Nickell. 

Mr. Hourzman. All right. 

Did you know Dunbar before the inception of this contract ? 

Mr. Bryer. I never met the gentleman before. 

+ Mr. Hourzman. All right. 

Mr. Founrarn. Mr. Cooper, I would like to ask you to turn to 
the report of survey and find the contract between Dunbar & Co. and 
the State of Illinois, section 11. 

Will you read that provision during the lunch recess and then we 
will have some questions when we return. 

If it is the pleasure of the subcommittee, we will declare a recess 
until 2: 30. 

(Whereupon, at 1:15 p. m., the subcommittee recessed until 2:30 
p. m. of the same day.) 

AFTERNOON SESSION 


Mr. Founratn. The subcommittee will come to order. 

If there is no objection on the part of the subcommittee members, 
at the request of Mr. Hoffman, the following articles which he has 
clipped from the Congressional Record will be inserted in the appendix 
of the record. 

Mr. Hourzman. I have no objection, of course. 

(The documents referred to appear as exhibit 1F, p. 484.) 

Mr. Founrarn. Mr. Cooper, before recess I invited your attention 
to paragraph 10 of the agreement between the State of Illinois through 
the superintendent of public instruction and Dunbar & Co. 

I wonder if you woud give us your interpretation as to just what 
that paragraph 10 means. 

Mr. Coorer. You mean paragraph 11. 

Mr. Founrarn. Paragraph 10. 

I have reference particularly to the second and last line of that 
paragraph as to who has the authority to set the rates. 

Mr. Coorrr. Under that provision, which says: 

Charges for handling, storage, processing, and delivery and terms of payment 
are to be arranged by the outlet and recipient agencies and approved by the 
State agency. 

That would appear that the school and other eleemosynary institu- 
tions receiving the commodities would agree on the individual rates 
charged by Dunbar & Co, with the approval of the State. 
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Mr. Founrarn. In other words Dunbar & Co. and the recipients 
would get together and then the State would have the authority to 
approve or disapprove ¢ 

Mr. Coorrer. Yes, sir. 

Mr. Founrarn. In your opinion could that section be subject to 
any other interpretation ? 

Mr. Coorer. I don’t read it as giving any other interpretation. 

Mr. Fountain. All right. Thank you. 

Does any other member of the committee have any questions of Mr. 
Cooper ¢ 

I might say at this point I think it would be advisable to include 
in the record the opinion of the Solicitor which was addressed to 
whom ? 

Mr. Coorrr. That was an opinion by the Acting Deputy Solicitor 
which was myself on that day and it was addressed to Mr. Norman P. 
Arey, Chief of the Program Appraisal and Audit Branch of the Agri- 
cultural Marketing Service. 

Mr. Fountain. If it meets the pleasure of the subcommittee we 
will include that in the record at this time. 

(The document is as follows:) 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
OFFICE OF THE SOLICITOR, 
Washington 25, D. C., February 24, 1955. 
To: Norman P. Arey, Chief, Program Appraisal and Audit Branch, AMS 
From: Acting Deputy Solicitor 
Subject: Audit of Dunbar & Co., Springfield, Ill. 

This responds to your informal request for an opinion with respect to the 
possibility of the Department of Agriculture performing an audit of the books of 
Dunbar & Co., Springfield, I1l., with respect to charges made by that company to 
recipient agencies for costs of distributing commodities donated by the 
Department. 

The distribution of food commodities in the State of Illinois is covered by an 
agreement (form FP-51) between the United States Department of Agriculture, 
and the State superintendent of public instruction, which provides for the dis- 
tribution by the State agency “of commodities received from the Department to 
or by persons, groups, agencies, or other recipients determined to be eligible, in 
accordance with instructions issued by the Department, to receive donated 
commodities.” The agency is required to maintain and keep for a period of at 
least 2 years records “pertaining to the receipt and distribution or use of the 
commodities.” It is provided that such records shall be available for inspection 
by representatives of the Department. There is no provision in the FP-—51 
agreement for charges by the State to recipients of any costs incurred by the 
State in connection with the distribution of the federally donated commodities. 

The State of Illinois distributes donated commodities through Dunbar & Co., 
a commercial agency. The superintendent of public instruction and Dunbar & 
Co. have entered into an agreement for such distribution. The pertinent pro- 
visions of this agreement are as follows: 

“(7) The outlet (Dunbar & Co.) will maintain true and accurate records per- 
taining to the receipt and distribution of the commodities. Such records shall 
be retained by the outlet for a period of 3 years and shall be available during 
such period for inspection by representatives of the State agency or the United 
States Department of Agriculture at a reasonable time or place. The outlet 
will submit necessary reports during the month and a monthly report to the 
State agency on or before the 5th of the month following the monthly period 
covered by the report. The balance on hand must be actual physical count.” 

“(10) The outlet also agrees to make distribution to all eligible categories at 
points furnished the outlet by the recipient agencies and agreed upon. Charges 
for handling, storage, processing and delivery and terms of payment are to be 
arranged by the outlet and recipient agencies and approved by the State 
agency.” 
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Dunbar & Co. and the State of Illinois interpret paragraph (7) as being limited 
to inspection of records with respect to the physical receipt and distribution of 
commodities. In our opinion paragraph (7) is subject to this interpretation, par- 
ticularly in view of paragraph (10) which covers the matter of charges by 
Dunbar & Co. and does not contain provision for audit by either the State or 
the Department of Agriculture. Since the Department is not a party to this 
contract, it is not in a position to challenge legally the interpretation of Dunbar 
& Co. and the State. Consequently, it would not appears possible to use para- 
graph (7) to enable the Department of Agriculture to perform an audit of the 
books of Dunbar & Co. with respect to charges made for the distribution of 
donated commodities. 

It is noted that the distribution charges specified in paragraph (10) are 
subject to approval by the State. We understand that the Food Distribution 
Division has authorized Sate agencies to charge recipient agencies for the costs 
of distributing donated commodities. Presumably the charges currently made 
had the approval of the State agency, and therefore would not be subject to at- 
tack except insofar as the Food Distribution Division can question them ad- 
ministratively in its dealings with the State agency. For the future, the matter 
could be handled through agreement with the State or other regulation of the 
distribution charges to be permitted. 

The material from your file is returned herewith. 

GrorcE E. Cooper. 

Mr. Fountain. Who among you gentlemen is in a position to 
explain the procedure which was followed in getting and preparing 
the material set forth in this report of survey ? 

Mr. Dashner. 


STATEMENT OF LEE DASHNER, DIRECTOR, PROGRAM APPRAISAL 
AND AUDIT DIVISION, AGRICULTURAL MARKETING SERVICE 


Mr. Fountarn. Do you solemnly swear that the testimony you are 
about to give to this subcommittee will be the truth, the whole truth, 
and nothing but the truth so help you God? 

Mr. Dasuner. Yes. 

Mr. Fountarn. Will you please identify yourself? 

Mr. Dasuner. My name is Lee Dashner. I am Director of the Pro- 
gram Appraisal and Audit Division of the Agricultural Marketing 
Service. 

Our Division has responsibility for making comprehensive audits 
and examining program operations of the Marketing Service. 

Mr. Fountarn. You are familiar with this. Do you have a pre- 
pared statement ? 

Mr. Dasuner. No, sir. 

Mr. Fountary. You are familiar with this report of survey of the 
Agricultural Marketing Service Program Appraisal and Audit Divi- 
sion, dated February 25, 1955. 

Mr. Dasuner. I am. 

Mr. Fountarn. I wonder if you would be kind enough to explain 
the procedure that was used in getting the facts which are set forth 
in that report of survey ? 

Mr. Dasuner. Yes, sir; I will be happy to. 

Mr. Founrarn. And any other comments you might care to make 
to explain just how it was done. 

Mr. Dasuner. The report itself, sir, contains an outline or some 
narrative material beginning on about page 8 which covers the steps 
we followed in arriving at our satnalil. charges. 

In addition to that I could show you by example or I could just 
discuss in general terms the approach we followed. 
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Mr. Fountatn. Discuss in general terms and then show us by 
example the approach followed. 

Mr. Dasuner. Yes, sir. When it was determined that we would 
not have immediate access to financial records and when it didn’t 
seem, let us say expedient or providential, to pursue that approach 
any further, we then decided to try some other approach using avail- 
able data that we felt would be comparable to normal warehousing- 
trucking operations for purposes of comparison with the charges that 
were being made to the recipients by the Dunbar firm for distribution 
of these commodities. 

That decision was made on about, let us say, the 20th of January 
after we were told we would not have access to the records of this firm. 

We accumulated information with regard to a number of shipments 
that had been made to schools and welfare institutions in Illinois from 
records that were maintained by the State agency. Those were prin- 
cipally delivery tickets that had been signed for by the recipients 
showing they had received the itemized list of commodities. Our 
first step was to try to get a fair sized number of such shipments. 

There were roughly 2,100 shipments made during the month of 
November. We figured that would be a rather representative month 
for us to study and that that volume was at a rather representative 
level. It was not influenced by the Christmas holidays. It was not a 
slack month just at the beginning of the school term. 

It was fairly current, receipts were in. 

Tickets were in good order. So we chose that month of November. 

ann OUNTAIN. This was subsequent to all reductions in rates, was 
it not 

Mr. Dasuner. Yes. The reductions in rates had been made. I be- 
lieve that was pointed out earlier in the testimony as having occurred 
in September of 1953 and January of 1954. Those were the effective 
dates on the adjustments in rates. 

We took a sample of shipments that had gone to schools and to 
welfare institutions. We included in that sample some shipments 
that had not been handled directly by Dunbar but had been handled 
through his subcontractors in the northern [linois area, served out of 
the Chicago distribution point, and some deliveries that had been 
made in 16 southern Illinois counties that were served out of a sub- 
distribution point in the extreme southern part of the State at Anna, 
Tl. 

In all we finally used a total of 94 shipments, that is about 414 per- 
cent of the 2,100 shipments that were made during the month of 
November. 

We tried to get representative shipments in that they would include 
a variety of dried storage items like cased canned goods; also butter, 
cheese, and dried beans. 

We tried to get variety in the shipments rather than strictly getting 
one type of commodity; we did not seek out the extreme cases as it 
were, 

We tried to get a range of shipments that would reflect the mileage 
from the distribution points. 

These 94 shipments we studied are pretty well balanced in mileage 
from the distribution points. 

The reason for doing that is that transportation rates of course are 
based upon the mileage from shipping point to recipient. 
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It was easy enough to calculate the charge that Dunbar made to the 
recipient for each lot of goods. In fact that was already calculated or 
could be readily determined from the quantities of each commodity on 
the ticket and using the standard statewide unit rates. 

Mr. Founrarn. Did you have to go to the recipients to get that 
information ¢ 

Mr. Dasuner. No, sir. That could have been obtained from either 
Mr. Dunbar’s records or from records maintained at the State agency. 

Duplicate copies of tickets are maintained at the State agency. go 
that part of the job was, let us say, rather easily performed. 

Next we tried to get some comparable cost to compare to these 
charges that had been made to the engeenaes The elements we had 
to consider were what were the trucking charges, the warehouse 
charges and what might have been some reasonable administrative 
costs incurred by the Dunbar firm for some of this paperwork assumed 
which might ordinarily be done by a State agency. 

We went to various sources for tariff information on trucking rates 
in Illinois. We consulted with two motor-carrier associations in Chi- 
cago, to learn about tariffs that might be applicable to this kind of 
haulage. We consulted with the Illinois Commerce Commission in 
Chicago and down at Springfield. We learned that there were tariff 
rates which we felt would be fairly representative for delivery costs 
from points like Clicago to Spcinnteld, Ill., throughout the State. 

We selected and zoned each of the recipients by his mileage from 
the distribution center to conform with the tariff rates that were in- 
cluded in these schedules we obtained from an Illinois motortruck 
association. That tariff had been approved by the Illinois Commerce 
Commission and applied to intrastate trucking in Illinois. 

We then had to calculate the rates to be applied to each class of 
commodity. In other words, dry beans would take a different rate 
than butter or a case of canned goods. So we worked those rates up 
by classes for each commodity, and the mileage for the haulage on 
those lots of goods. 

We then had to compute our warehousing cost. From inventory 
records that were available either at Dunbar or at the State agency, 
we determined how many months these different commodities had 
been in store. 

We did that on an average first-in first-out basis. For instance on 
butter we will say during the month of November there were roughly 
20,000 pounds of butter shipped in total. By running through in- 
ventory records we could ascertain that two-thirds of that butter had 
been received and put in store back in September. One-third of that 
butter had been put in store in October. So that two-thirds of the 
shipments of butter you would assume had been in store for an aver- 
age of 4 months. 

One-third of it had been in store for an average of 2 months. We 
did that to determine how many months the warehousemen would 
have had to have kept each of those commodities on his floor so then 
we could determine a fair warehousing charge. 

We used a tariff for warehousing that has been issued by the pro- 
duce terminal in Chicago. 

That was a published tariff that was readily available to us. The 
produce terminal employees discussed the terms and explained to us 
how it was applied. We also made inquiries at, I would judge, about 








DISTRIBUTION OF SURPLUS COMMODITIES 147 


6 other warehouse operators down around the Springfield area and 
got informal information from them as to the rates they would have 
charged. 

We, however, chose to use the produce terminal figures. They may 
be even slightly higher than some of the prices that were quoted by 
downstate warehousemen. 

Being slightly higher it will not result in such a widespread differ- 
ence in comparison with the rates Dunbar charged. 

We computed not only the warehouse costs for these commodities 
on the number of months that each had been in storage, but also the 
in and out handling charge for those commodities. By adding the 
in-out handling charge and the transportation cost, we had the bulk 
of our computed cost. 

In addition, though, we felt that we should cover the paperwork 
that the Dunbar firm was performing. We made a rough estimate; 
I believe I have an exhibit here that will show—that is exhibit G of 
this survey—that there would be annual administrative costs of about 
$23,200. 

We made a rough estimate based on observations of people that 
had been seen at work, and might be assumed to be a reasonable group 
to service the paper in connection with these approximately 19,000 
shipments a year that Dunbar was handling. 

Taking wages at rates that were quoted to us by the State em- 
ployment service as being prevailing wages in Springfield, Ill., after 
allowing for equipment, allowing for telephone, space utilities, and 
so on, we arrived at this cost of about. $23,000 per year. 

Dividing that by the 19,000 shipments per year we came out to 
an allowance of $1.22 for the paperwork in connection with each 
shipment. 

f course we added our transportation costs, our warehouse costs, 
this $1.22 administrative allowance, came out with a computed charge 
on each of these 94 shipments that we had analyzed. 

That computed charge was then compared back to the amount that 
ned been charged the recipient school or institution by the Dunbar 

rm. 

The results of our comparisons with the charge that was made by 
the Dunbar firm on each of those individual shipments is shown in 
summary and in some detail here in the exhibits that aie attached 
to the survey, Mr. Chairman. 

I believe this is labeled “Exhibit D.” It gives in summary form 
on 1 line each of the 51 shipments to individual schools. 

On those shipments we found that our computed cost was consider- 
ably less than the charge that had actually been made to the school. 
In the extreme right-hand column of that exhibit you will see some 
percentage expressions. 

For instance, the first item, the Springfield public schools, where 
you had a very short transportation haul, our computed cost came 
out, or rather I should say that the charge to the recipient came out, 
as 400 percent of our computed cost. 

As you move further on downstate and get your mileage factor 
into play, get to a distance of let us say about 150 miles away from 
Springfield, Tl., a much higher transportation cost on any particular 
shipment, you will find of course that percentage relation begins 
to drop. 
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We have one shipment for example down here, I suppose it is down 
near about item 48 or 49 on that fist, where the percentage relation 
was much smaller. The charge to the recipient expressed as a per- 
cent of our computed charge was 119 percent. 

But the thing I would like to point out is that on each of those 
51 shipments to schools, the actual charge to the recipient based on 
the statewide unit rate was considerably in excess of our computed 
cost. 

A similar procedure was used on institutional shipments. 

On shipments in the extreme northern and southern countries, we 
did not go quite to this same detailed process, because there Mr. 
Dunbar was paying a subcontractor, another trucking operator, to 
haul the goods out for him to these outlying schools at a flat rate per 
hundredweight. 

We just used Mr. Dunbar’s contract rate rather than using a 
tariff rate. 

Mr. Hoxtrteip. Was it of any significance that Mr. Dunbar in his 
subcontracting used the regular commercial method of computing his 
payments on hundredweights and not on units? 

Mr. Dasuner. I don’t know that he used commercial methods, sir. 
All I know is he says he paid these subcontractors so much per hun- 
dredweight regardless of distance. 

Mr. Hourrrevp. But the commercial manner of charging is on the 
basis of weight—so much a hundredweight—and not on the basis of 
size of cans and bags, number of bags of beans and so forth. So he 
used the usual rate or usual method ? 

Mr. DasHner. Yes; he used the hundredweight method. 

Mr. Houtrretp. When he was hiring some transportation done, but 
when he was getting paid he used the unit method for receiving his 
payment ? 

Mr. Dasuner. That’s true. I believe that is correct. 

I don’t know what significance to attach to it in answer to your 
question. 

Mr. Hotrtrrevp. You attached no significance to it? 

Mr. Dasuner. We made no inquiry as to the reasons for his con- 
tracting at so much per hundredweight whereas his rates were based 
on so much per unit. 

Mr. Horirtecp. That was the thing that struck me as being very 
peculiar in my questioning of Mr. Wolfe and Nickell, I wondered 
where they got the basis of charging 4 cents for a No. 2 can for instance 
and 5 cents a pound for dried beans and 16 cents for No. 10 cans of 
commodities. 

I have never heard of that method being used for shipments. It 
is usual in terms of hundredweights and distance for shipments. 

Mr. Dasuner. I am not aware of the reasons for quoting those 
prices. 

Mr. Ho.trretp. The result did show that he attained a rate far in 
excess of the usual rates. 

Mr. Dasuner. His charge to the recipient was considerable in excess 
of our computed cost which we feel was based on the best available 
information that we could conveniently or readily get our hands on. 

Mr. Hottrreip. That information you had was based on hundred- 
weights and distances rather than on units ¢ 
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Mr. Dasuner. The transportation rates are quoted in the tariff on 
hundred pounds for these various mileage zones. 

Mr. Horirievp. That is right. 

Mr. Dasuner. Generally the tariffs in Illinois show a local zone, 
you may call it, a radius of zero to 20 miles. 

* Then you begin to fan out from that, increasing the radius of your 
circles by 5 miles, and each circle becomés an additional zone. 

Mr. Houtrretp. I suppose in the two central locations of Spring- 
field and Chicago, there must have been a high percentage of your com- 
modities delivered and utilized. Could you give us any information 
on that? 

Mr. Dasuner. In this report we show that in 1954 the city of Chi- 
cago schools received goods that I believe adds up to about 23,400 hun- 
dredweight, about 14 percent of the total quantity. 

Mr. Houtrrevp. And Springfield would have received a considerable 
quantity too, I suppose. It is a large city; not as large as Chicago, 
of course. 

Mr. Dasuner. This small map we have inserted here might give 
you some clue, sir. From this Chicago distribution point this north- 
orn tier of States was served. There are 14 States out here. 

Mr. Howirteitp. You mean counties. 

Mr. DasHner. Counties, excuse me. There are 14 counties served 
through one subcontractor. There are the two counties of Cook and 
Lake served through another subcontractor. 

The midstate counties are pretty well around the Springfield dis- 
tribution point and could be served from there. 

Then in addition there are the extreme southern counties. Our 
understanding of the arrangement is that Mr. Dunbar received com- 
modities at Springfield in carlots from the Department of Agricul- 
ture. He hauled them in large truck lots to a point down here, Anna, 
ll., where they were then unloaded onto the trucks of a subcontrac- 
tor and delivered out in these 16 counties. 

Yes, the bulk of the commodities were delivered out of Chicago and 
Springfield. There were some from Springfield transshipped to Anna 
down here and then subcontracted and delivered out of that second 
point. 

Mr. Fountarn. Did you finish your explanation of the procedure? 

Mr. Dasuner. Unless you have questions and wish me to go into 
more detail. 

Mr. Fountrarn. Do you know of any other more accurate procedure 
that you could have used than the one you did use without having 
Dunbar & Co. books available to you ? 

Mr. Dasuner. I still think the basic approach, Mr. Chairman, 
would have been much the same as we followed here. 

It is possible we could have made our study more accurate if we 
spent considerably more time selecting more samples or being more 
careful that they were more representative or possibly making some 
inquiries of the nature that Congressman Hoffman indicated this 
morning. There are certain counties or areas where you have a closed 
ope ration, the union requires that you have their driver, there to make 
deliveries in that county. 

Costs of that kind are not known to us. If you had unlimited 
resources and time to make the study you could make it more accurate. 
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Mr. Fountain. How long did it take you to get the facts on com- 
puted rates and compare them with the actual rates? 

Mr. Dasuner. On January 18 we were finally told by the president 
of Dunbar & Co, that he would not permit us access to the financial 
records of his firm; that he would give us only the commodity- ac- 
countability records that we had generally been furnished. 

Mr. Houirtetp. Let the record show what year that January 18 was. 

Mr. DasHner. January 18 of this year, sir, 1955. We then con- 
ferred with representatives of the Food Distribution Division. I 
believe on January 22, I instructed an employee in the Chicago office 
that he should proceed to abstract details of these individual ship- 
ments. This approach was decided upon in discussion with Mr, Beyer 
and Mr. Trainer, who was then Director of the Food Distribution 
Division. We also at that time began casting about to locate trans- 
portation and warehousing tariffs and related information. 

We did work then, you might say, from about January 22 until the 
release of this report on February 25 in developing this information 
that is summarized in this report. 

Mr. Founrarn. Do you feel that you took into account in this survey 
all of the significant expenses Dunbar & Co. may have incurred, such 
as for warehousing transportation, and so forth. 

Mr. Dasuner. We have no knowledge of what expense Dunbar 
has incurred, I have never had access to the expenses of Dunbar. I 
do not know how much he spent or what costs he has incurred. 

We feel we have covered transportation, we have covered ware- 
housing costs, including in-out handling. We have made an allowance 
for administrative or paperwork incidental to this job that an ordi- 
nary trucking firm or commercial warehouseman probably would not 
perform unless he did it at some added charge. 

We may not have recognized costs of insurance that Mr. Dunbar 
may have carried. His relation or his agreement with the State and 
his general method of operation put him im a position of being re- 
sponsible for the care and safety of these stored comodities. The ware- 
housemen with whom he stored them probably had provided in their 
agreements that they were not responsible beyond the exercise of the 
usual care and diligence. 

So it is possible that Mr. Dunbar may have carried insurance, which 
we have not allowed for in here. 

I would like to make the point that in taking tariff rates for trans- 
portation and for warehousing, we understood that when a trucking 
firm or an association of truckers, and warehousemen or group of 
warehousemen, apply to a State regulatory body and file a tariff 
schedule, they set prices that they will handle a certain commodity at 
a certain price per hundredweight or per case, they set that price high 
enough to cover their normal] cost of doing business, including a reason- 
able profit for the risk involved in doing that business. 

So we feel that these tariff rates here make due provision for the 
usual operating costs, such as depreciation of equipment or buildings, 
possibly such as insurance, and for a reasonable profit. So we made 
no additional allowances in our computations, or tables that you find 
attached here, for some profit factor, or depreciation on new equip- 
ment that the man might have bought to carry these commodities. 
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Mr. Founrarn. Is it possible that you might have included some- 
thing in your criteria for computing the cost which was not actually 
an expense of Dunbar & Co. ? 

Mr. Dasuner. I would say generally we tried to resolve questions so 
that they might have operated to show Mr. Dunbar’s charges on a 
more favorable basis than the reverse. 

For example, in computing the time and storage on butter, we 
could have reasoned that butter was in there 3 months and perhaps a 
few days. Let’s call that 3 months. Instead of that, commercial prac- 
tice would call for a man paying a fourth month of storage if he let 
that butter stay over 2 days into the fourth month. So we will say 
that butter was in storage 4 months rather than 3. On shortening we 
had a similar situation. 

You could say the shortening delivered in store this month was in 
store roughly a month. We said no, 2 months. 

That added on a few cents per case of shortening or per case of 
butter, to our computed cost. That lessened the spread between our 
computed cost and Mr. Dunbar’s charge to the recipient school or 
welfare institution. 

Mr. Founrarn. Mr. Dashner, I notice on page 6 of your report of 
survey down under the net “rates” paragraph 2, the following: 
Establishment of rates. Mr. Harold ‘A. Wolfe, director, State school lunch pro- 
gram, and Mr. James W. Dunbar, president, Dunbar & Co., stated that the com- 
modity rates established in 1952 were based on rates then prevailing in the State 
of Michigan. 

I invite your attention also to the Illinois State plan of operation 
for distribution of Government-donated commodities with which I] 
assume you are familiar. 

Mr. Dasuner. That is in exhibit A, I believe. What particular 
section ¢ 

Mr. Fountain. I don’t know whether that is actually in the survey 
or not. Mr. Nickell gave to us in his testimony a copy of the State plan 
of distribution in which the food items and costs for transportation 
were listed. 

Mr. Dasuner. I see. Lam not familiar with that form. 

Mr. Founrarn. At the beginning of that so-called State plan of 
operation is the following language which Id like for you to keep in 
mind in connection with the question I asked you about paragraph 2 
on page 6 of your report of survey : 

Unit prices as established are based upon a survey of prevailing warehouse and 
trucking rates that exist in the State of Illinois at the present time governed and 
directed by the Illinois Commerce Commission. 
and then— 
following is a list of contemplated prices for the handling. 


Did your investigation disclose that the Dunbar rates were based 
pon a survey of warehouse rates and trucking rates as governed and 
directed by the Illinois Commerce Commission- prevailing rates ? 

Mr. Dasuner. No, sir; our study did not reveal that. I can back 
up this statement here by a reference to my working papers: I have 
here a pen and ink note made by the auditor who went down to Spring- 
field, Til., and on January 10, 1955, had a conversation with Mr. Harold 
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Wolfe of the State agency which he has summarized in this working 


paper as follows: 


Rates for Illinois were estimated on the basis of those used in the State of 
Michigan at the time when the Illinois program was initiated. The Michigan 
rates were adjusted for certain known additional costs which were to be incurred 
in Illinois and which was * * *. 

I believe this word is— 

“attributed” to labor union regulations regarding truckdrivers, et cetera. 

That note does not say that there were adjustments made to con- 
form to applicable tariffs approved by any Illinois regulatory 
authority. 

That was the basis for my statement. 

Mr. Fountarn. I will show you this copy of the plan of operation 
which was submitted to the committee by Mr. Nickell. As I under- 
stand—and I am subject to correction if I am wrong—Mr. Nickell 
testified that that particular plan of operation was submitted to a 
representative or representatives of the Department of Agriculture 
and that that particular plan of operation was approved and that 
that is the plan of operation under which they have been acting on 
a temporary basis except as adjustments or reductions have been made 
from time to time. 

I want to ask you if your investigation discloses that that plan of 
operation as regards rates has been carried out. 

Mr. Dasuner. I have no knowledge that the unit price is based 
upon warehousing and trucking rates existing in Illinois at the present 
time governed and directed by the Illinois Commerce Commission. 

Mr. Founrarn. If they had been, in your opinion, would the rates 
charged have been more nearly in line with the computed rates dis- 
closed by your investigation ? 

Mr. Dasuner. I think they would have been because I would assume 
that trucking rates sought by one group of truckers and approved by 
the Illinois Commerce Commission would have been somewhat close 
to those sought and approved by another group of truckers. I under- 
stand that in Illinois, you do not have a tight regulation that prescribes 
one uniform rate for all truckers engaged in intrastate operations. 

An association of truckers can come in and file a schedule of rates 
and unless there is some protest. the regulatory body will say “O. K.” 
Truckers who are signatory to that agreement are bound by it. But 
another group of truckers can come in and they can file another sched- 
ule and the members of that association or group are bound by theirs. 
Competitive factors would bring those two schedules somewhat close 
together. 

Mr. Fountarn. Then if that excerpt which I showed to you with 
respect to rates was a part of the plan of operation for the distribu- 
tion of food commodities in the State of Illinois, that plan of opera- 
tion, in your opinion, was never carried out. 

Mr. Dasuner. Our study did not go to that point. I could not add 
anything more than my earlier answer that we did not pursue it to 
see whether the State agency or anyone else made a detailed study 
of tariffs that had been filed and approved by the Illinois Commerce 
Commission to arrive at these listed unit rates. 

I assume this time reference is to the date of the plan of operation. 

It does not refer to something now current. 
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Mr. Founrarn. He said that that plan of operation had continued 
from the inception of the contract, as I understood it, except for 
adjustments in the rates. That was it, that was the anticipated plan, 
and was to be on a temporary basis. 

Mr. Hotirretp. That is borne out. This flimsy sheet here which 
we have shown you of the price on separate cans and pounds is 
carried out in exhibit H of the agreement between the State of Illinois 
and the Dunbar Co. 

The only difference is that it is carried forward in caseloads. For 
No. 2 cans it is 4 cents each and a case of 24 No. 2 cans would be 96 
cents. 

Mr. Dasuner. That is correct. 

Mr. Houirt1etp. So this presentation supposedly was made by Dun- 
bar to the State of Llinois on the basis of a survey of prevailing 
warehouse and trucking rates in existence in the State of Illinois at 
the present time, but you found no such existing schedule or rates 
on a unit basis; you found I believe, rates per hundredweight ? 

Mr. Dasuner. Excuse me, Mr. Holifield. Your rates per hundred- 
weight are on transportation charges. When you get into warehous- 
ing you may find a different situation there. 

Mr. Houtrmtp. But you made allowance in your audit because I 
noticed you had a separate charge for warehousing and for adminis- 
trative costs. 

Mr. Dasuner. Yes, sir. 

Mr. Hotirretp. And for transportation ? 

Mr. Dasuner. Our transportation charges are based on the gross 
weight of the commodity including the containers, and it is expressed 
in terms of hundredweight for these various mileage zones. 

The warehousing charges are expressed on the net weight of the 
commodity. 

The warehouseman makes a normal allowance for tare or packaging 
of each commodity. You can express the charge at so much per 
hundredweight for each class of commodity, or so much per case or 
per bag. 

The point perhaps should be made here that you have one statewide 
charge, or dollar figure, per unit of commodity, which is the basis 
of the charge by Dunbar to the recipient. 

That includes the several factors that you have mentioned and 
which can be compared with figures in our study. However, you 
will recall our sample picked shipments that went varying distances. 

So if you picked any one of these school shipments and compared 
it against that schedule there, you would have to make some mental 
adjustment for the mileage involved, because this schedule is based 
on a statewide unit rate. The charge by Dunbar was the same to 
the school in Springfield, Ill., which may have only been 2 or 3 miles 
from his warehouse or depot as the charge to a school 150 miles down- 
state into Illinois or north into Illinois. 

Mr. Fountarn. I think Mr. Naughton has a question along the line 
you are discussing. 

Mr. Naventon. Mr. Dashner, you may not know the answer to this, 
but perhaps you do. 

In these representative tariff schedules that are filed with the Tlii- 
nois Commerce Commission I assume that some of those truckers are 
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union truckers and that their rates probably would cover the cost of 
union operation. 

Do you happen to know that? 

Mr. Dasuner. I can’t answer you definitely on that. Usually a 
Se is filed in the name of an association of truckers, such as the 

Central State Motor Freight Truckers or the Illinois Motor Freight 

Truckers. There may be several hundred truckers in a group. They 
may be, let us say, signatories to a contract with unions throughout 
their local area. They may comply with union demands only in cer- 
tain areas. I would not know how to answer your question. 

Mr. Naventon. But normally they might have to set their rates 
to cover any additional expenses that might be incurred through 
standby labor. 

Mr. Dasuner. If they are signatories to that tariff, they agree to 
abide by it, and if they would have to meet some additional cost, be 
it labor or other, they would have to make some absorption of it w ithin 
that scheduled rate. 

Mr. Naveuton. They can’t pass it on to the man who hires them or 
the consumer ? 

Mr. Horrman. T ort is where it goes always. 

Mr. Navenron. I did not express myself very well. The man who 
hires them. 

Mr. Dasuner. There might be arrangements made with the shipper 
or the fellow who gets the goods at the other end of the line that there 
would be an additional fee paid for some special service that would 
be over and above that contemplated in the tariff rate. 

Mr. Founrarn. Mr. Holtzman. 

Mr. Hotrzman. First I want to compliment you on the very forth- 
right presentation. 

“Mr. Dasrner. Thank you. 

Mr. Hourzman. I don't know whether you can answer this, but can 
you give us an opinion as to whether or not, if you had all the informa- 
tion available to you that was possible, whether there would have been 
a substantial difference in your final conclusion or not. If you had 
everything possible available at your fingertips. 

Mr. Dasner. I really don’t know how to embrace that question. 

Mr. Horrman. Suppose you tell the truth; you don’t know the an- 
swer to that one. 

Mr. Hortzman. Assuming you had Dunbar’s books available to 
you, and assuming you knew “which particular outfits used union labor 
and in which instances they would be obliged to pay more money, 
would you arrive at substantially the same figures as in your report! 
Can you say that? 

Mr. Dasuner. I can’t say that. 

Mr. Horrzman. You can’t say that? 

Mr. Dasuner. No; those are unknown quantities to me. 

Mr. Horrman. As I understand it, he wants us to draw that con- 
clusion. 

Mr. Dasuner. No; I did not say that. 

Mr. Founratn. Mr. Reuss. 

Mr. Reuss. There has been testimony earlier that Dunbar did offer 
to make available its so-called commodity records but not its general 
books and records; is that your understanding ? 

Mr. Founrtarn. That is correct. 
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Mr. Reuss. Am I right in thinking that Dunbar’s commodity rec- 
ords would merely show whether the given surplus commodity itself 
had arrived at its destination, had not been stolen or damaged 4 

Mr. Dasuner. It would show he had a beginning inventory of so 
many pounds of butter identified by lot numbers. He had additional 
receipts which could be identified, that he then allocated so much 
of that butter to the various schools and welfare institutions and it 
was hauled out of his warehouses or the produce terminal in Chi- 
cago and delivered to the schools and he finally ends up with X 
pounds of butter on hand. 

Mr. Reuss. Then those commodity records would have been of no 
value in determining whether Dunbar’s rates were exorbitant or not? 

Mr. Dasuner. Those in themselves would not give you any indica- 
tion of what Mr. Dunbar’s operating costs were. Those and related 
records would give you the detail we have used here of each individual 
shipment. 

Mr. Reuss. You were able to obtain that detail from matters on 
file in the Illinois State Department. 

Mr. Dasuner. Duplicate copies of tickets were on file in the State 
agency. 

Mr. Reuss. It was testified here earlier that the Illinois State De- 
partment of Public Instruction concurred in Dunbar’s refusal to let 
you examine Dunbar’s books and records; is that correct as far as you 
know ¢ 

Mr. Dasuner. I could cite a letter of December 9, 1954, which was 
addressed to Mr. Beyer from Mr. Wolfe, I believe, of the State agency 
which expressed that view. Am I correct that a copy of that letter 
has been furnished to counsel ? 

Mr. Naueuron. Yes. 

Mr. Reuss. Have we a copy of that? 

Mr. Nauventon. We do. 

Mr. Reuss. No further questions. 

Mr. Howirretp. Mr. Chairman 

Mr. Fountain. Mr. Holifield. 

Mr. Houirievp. In analyzing the rates which Mr. Dunbar received 
according to his plan of operation here, comparing them with his sub- 
contractors’ rates, I find some rather interesting comparisons. 

I note that the Chicago distribution was handled apparently by the 
Senate Cartage Co. They were paid 80 and 85 cents a handiodenaie 
for delivery. 

Going down the list here I see the first item of the State operation 
plan, No. 300 cans, 16 ounces, 3 cents each. So Mr. Dunbar got 3 
cents in payment for turning over his contract to the Senate Cartage 
Co. and the Senate Cartage Co. got 914 mills for the actual delivery in 
that instance. That gave Mr. Dunbar 2 cents and a half mill for 
subcontracting to the Senate people. 

On butter, as I look down the list, I see on butter, Mr. Dunbar re- 
ceived 514 cents a pound and he turned over to the Senate Cartage Co. 
the delivery of that and paid them 914 mills a pound for the dis- 
tribution. 

And the same down in the southern part of the State, Mr. Womick 
got 1114 mills for distributing in the southern section. 

And Mr. Dunbar got the rest of 55 mills, 1114 mills from 55 mills 
that gives us 4314 mills that he got for that 1 pound of butter. 
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Dunbar & Co., I suppose did all the distribution from the Spring- 
field point ? . 

Mr. Dasuner. That is right. 

Mr. Hotirrecp. Of course, from the schools they distributed to 
without subcontracting they received 514 cents a pound for delivering 
the butter where they were paying less than a penny a pound both 
to the Senate in the north and slightly over a penny to Mr. Womick in 
the south. 

Mr. DasHNER. May I interject a comment there? 

Mr. Houtrrevp. Yes, sir. 

Mr. Dasuner. The comparison you are drawing compares only the 
delivery cost. 

Mr. Horirrevp. That is right, your warehousing and administrative 
expenses are not included. 

Mr. Dasuner. You would have to add warehousing and some ad- 
ministrative allowance, it becomes ridiculously small when you reduce 
it toa can. 

Mr. Howtrrevp. That is true but these figures do show the disparity 
is much greater than the comparative costs of administration. 

Mr. Dasuner. In fairness I did not feel that that should be allowed 
to be passed over. 

Mr. Hottrretp. I think you are right. I did not mean to convey 
a false impression, but it shows that by getting this unit-cost plan in 
operation, Mr. Dunbar had a very nice prime contract, I would say, 
in view of expenses for administration and warehousing as indicated 
in your survey and the comparatively small size of his subcontracting 
expenses. 

Mr. Founratn. Mr. Hoffman. 

Mr. Horrman. Yes; a few questions. I have some too, to Mr. 
Beyer. 

Who made the audit? Where is Mr. Levite? What did he have 
to do with that? 

Mr. Dasuner. Mr. Levite is an employee of our Chicago audit 
group. 

Mr. Horrman. I would like to have him here. He is the boy who 
did the actual business. 

Mr. Dasuner. That is correct. We did not bring Mr. Levite in 
here today because I had an understanding with counsel that I felt 
I could adequately present the method we followed in our study. 
Mr. Levite is engaged in other work out in Chicago and I did not want 
to go to the additional expense of bringing him in here unless you 
specifically want to. 

Mr. Horrman. Mr. Levite is the boy who did the work. 

Mr. Founratn. Through Mr. Naughton, I told him we would see 
how things went along. If the committee wants him, we will get him. 

Mr. Houtrtevp. I don’t see why we should get Mr. Levite. 

Mr. Horrman. I make the demand that Mr. Levite who did the 
work be produced as a witness. You can do as you wish because 
I have only one vote. 

Mr. Houirretp. I have no particular objection. These are the gen- 
tlemen who are responsible for it. They have explained the method. 
I wonder what else Mr. Levite could add to it. 

Mr. Horrman. He could tell what he did. This fellow knows only 
what Levite told him to do. 
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Mr. Founrarn. Does this report of survey include the recordings 
of Mr. Levite? 

Mr. Dasuner. The working papers are largely in his handwriting. 
They include what he recorded. 

Mr. Horrman. The testimony of this gentleman is a review or 
his conclusions on the working papers or the correspondence and 
reports of the man who did the work in the field. 

You have had considerable experience as an auditor, have you not? 

Mr. Dasuner. I have worked in Federal Government 19 years in 
accounting, budgeting, and auditing work. 

Mr. Horrman. You have been asked several hypothetical questions 
so I will ask you one. Assuming that Dunbar made a hundred thou- 
sand dollars the year he was handling this business and that, as in- 
dicated on page 4 of the press release on Friday, March 11, 1955, of 
this committee, he made during the same year an additional profit of 
$425,000. 

How much greater would his income tax paid to the United States 
Government be than it would have been had he not had the contract? 

Mr. Dasuner. I have no way of knowing. I don’t know what rate 
of tax Mr. Dunbar pays. 

Mr. Horrman. Assuming that he had an income of $100,000 and 
vou added to that $425,000 which this statement intimates, he made 
in the way of profits that year. How much additional tax would he 
have to pay? You can’t say that Mr. Dunbar got an excessive profit 
in there until we know what he paid Uncle Sam. 

Mr. Hortzman. Would you yield at this time? 

Mr. Horrman. Yes. 

Mr. Hourzman. I don’t think it is a question of how much profit 
Dunbar made but whether the rates were fair and equitable. It is 
uot a question of profit. It is a question of whether or not the Illinois 
authority could have done much better in arriving at the rate in 
the first instance and whether or not the agricultural department 
should have exercised a little more control and should have shown a 
little more interest. 

It is not the profit of Dunbar that is in issue here. 

Mr. Horrman. I quite agree with you, 

The real issue is whether the schools were overcharged for delivery 
of these products. 

Mr. Horraman. That is right. 

Mr. Horrman. Which meant that the ones who had the lunches 
paid too much for an adequate comparatively good lunch. That is my 
understanding. But all through the proceedings I find that the 
question seems to be and in the agricultural department the thing that 
touched this thing off was the report from the Agriculture Depart- 
ment that there was an excessive profit. 

Mr. Hoxrrtevp. If the rates are excessive, it would naturally follow 
there is an excessive profit. 

Mr. Horrman. It might have been excessive mismanagement. 

Mr. Horrzman. Not if he operated as efficiently and economically 
as somebody else. 

Mr. Horrman. He says he doesn’t feel qualified to answer that 
one or else doesn’t feel it is a proper question. 

Let that one go. 
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Based on this audit made by Mr. Levite, what conclusion did you 
arrive at? 

Mr. Dasuner. First of all, I would say this is not an audit in the 
usual sense. 

Mr. Horrman. Whatever it is. 

Mr. Dasuner. It is a study 

Mr. Horrman. What is this thing anyway, what is this report ? 

Mr. Dasnner. We have called it a report of survey; it is our sur- 
vey of operations. 

Mr. Horrman. What conclusion did you draw from that report ? 

Mr. Dasuner. On each of the shipments we analyzed the charges 
made to the recipients were considerably in excess of what we com- 
puted charges to be under applicable tariffs for transportation and 
warehousing and adding on a small allowance for administrative 
costs. 

Mr. Horrman. That is, you reached the conclusion that the rates 
were too high and you based that on tariffs that were filed both as 
to cartage and warehouse, transportation and warehouse by other 
companies. 

Mr. Dasuner. By associations or other companies in the case of 
warehousing and transportation. 

Mr. Horrman. Whoever was handling it? 

Mr. Dasuner. Yes, sir. 

Mr. Horrman. I understand, as you said before, that you don’t 
know, or do you, what services Dunbar rendered as compared with 
the services rendered by those who filed those tariffs? 

Mr. Dasuner. We know that Mr. Dunbar did, of course, certain 
amounts of paper work in connection with this. 

Mr. Horrman. How much, you don’t know, do you? This is an 
estimate. 

Mr. Dasuner. No. 

We know the steps he took in processing papers for the State 
agency. 

“Mr. Horrman. And you know 

Mr. Dasuner. We know how many shipments were made during 
the course of a year. We do not know that he hired 4 or 5 clerks to 
do that work. 

Mr. Horrman. You don’t know how many employees he hired; 
do you? 

Mr. Dasuner. No, sir. 

Mr. Horrman. You don’t know what wages he paid; do you? 

Mr. Dasuner. No, sir. 

Mr. Horrman. And you don’t know what he paid his truckers? 

Mr. Dasuner. I had no way of knowing that except for the infor- 
mation he gave on the subcontract. 

Mr. Horraan. When he has finished the answer, he doesn’t need 
to go on. ‘ 

I want a complete answer but I don’t want him to—he is very 
fluent, he is very qualified, he has been in the Government service for 
19 years. I have no objection to that. 

Mr. Dasuner. We don’t know what he paid; we do know what 
he paid his subcontracted truckers. He has furnished that infor- 
mation. 

Mr. Horrman. Did I ask anything about subcontractors? 
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Mr. Dasuner. You said his truckers. 

Mr. Horrman. Yes; what did he pay his employees? 

Mr. Dasuner. I do not know what he paid, his employees. 

Mr. Horrman. You said you did not know whether he paid any 
insurance. 

Mr. Dasuner. I do not know that. 

Mr. Horrman. You don’t know what kind of equipment he used. 

Mr. Dasuner. No, sir. 

Mr. Horrman. So, if he used refrigerator trucks, while the men 
who filed the tariff schedules used some other kind of trucks of less 
cost, your conclusion would not be very accurate, would it! 

Mr. Dasuner. I think you have answered the question. I don’t 
know whether he uses refrigerator trucks and somebody ee uses a 
different kind of truck. I do not think he would be wise to use a 
refrigerated truck to haul cases of canned goods. 

Mr. Horrman. Or beans. 

Mr. Dasuner. Or dried beans. Nor do I think one of his competi- 
tors would load butter into an open truck and haul it down the 
highway. 

Mr. Horrman. This tariff included beans. 

Mr. Dasuner. Yes. 

Mr. Horrman. And potatoes. 

Mr. Dasuner. Yes. 

Mr. Horrman. Sometimes potatoes are hauled in refrigerator 
trucks. 

Mr. Dasuner. There were no potatoes in this survey. 

Mr. Horrman. Didn’t he haul potatoes to the schools? 

Mr. Dasuner. Not during the month of November 

Mr. Horrman. If he hauled potatoes in November, they would 
haul them in refrigerator trucks. 

Mr. Hotrzman. They don’t eat potatoes in Illinois in November. 

Mr. Dasuner. They may buy them locally. 

Mr. Horrman. You have no knowledge as to how many refrigerator 
trucks these people that filed these tar iff's used; have you ? 

Mr. Dasuner. Absolutely not. I have no knowledge of what vol- 
ume of business they do. 

Mr. Horrman. And the volume of business has a good deal to do 
with the rate; hasn’t it ? 

Mr. Dasuner. If I were in business I would like to have a large 
volume rather than a low or fluctuating volume. 

Mr. Horrman. It would affect the rate; wouldn’t it? 

Mr. Dasuner. If I had filed a tariff under an intrastate schedule 
to haul a certain class of freight I would be bound by that rate 
whether my volume went up or down. 

Mr. Horrman. I thank you for that answer which is not an answer 
to what Lasked you. If you were in the trucking business the volume 
you carried would have a good deal to do with the rate you charged; 
wouldn't it? 

Mr. Dasuner. My estimate of my volume would cause me to set 
my rate at a certain figure; yes, sir. 

Mr. Horrman. So the answer to that very simple question is that 
the volume of traffic has a great deal to do with the rate to be c harged ? 
Mr. Dasuner. I will agree with you. 
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Mr. Horrman. Well, it took some time. I don’t want to appear to 
be mean. Iam not mean. Iam agreeable and all. I just like to get 
an answer. 

Mr. Dasuner. I don’t like to appear stubborn or difficult, sir. 

Mr. Horrman. No. We have trouble in spite of our good intentions 
on the part of both of us; don’t we? 

Do you know how much the preceding outfit that handled this 
school-lunch food program charged? Did you have any figures on 
that? 

Mr. DasHNneER. No, sir. 

Mr. Horrman. You did not know how much was lost by that out- 
fit ? 

Mr. Dasuner. I have one report of an audit that was made of the 
operations of the Illinois Public Aid Commission, the predecessor 
agency, over a 4-month period. That report of audit may contain 
some comments on losses—I assume you mean losses of comodities, 
or are you referring to financial losses ? 

Mr. Horrman. Losses of commodities ? 

Mr. DasHner. Yes, sir. 

Mr. Horrman. Rotten, stolen? 

Mr. Dasuner. If there were any losses of commodities I believe 
that report would have commented upon them. 

Mr. Horrman. How did that cost of transportation compare with 
the Dunbar one? 

Mr. Dasuner. I can’t answer that directly. I believe Mr. Beyer 
this morning said that under that operation the commodities were laid 
down at car sidings and the recipients came to the car and hauled 
them away. 

Mr. Horrman. I asked you how the cost compared ? 

Mr. Horrzman. If you know. 

Mr. Dasuner. I do not know anything about the cast. 

Mr. Horrman. I think that is all I wanted to ask this gentleman, 
but I wanted to ask one of the other witnesses a question. 

Mr. Founrarn. Any other questions? 

Mr. Horrman. You never were in the trucking business, as I un- 
derstand it ? 

Mr. DasHner. No, sir. 

Mr. Horrman. You are not a stockholder in any company so you 
are financially interested in the operation ? 

Mr. Dasuner. I own no stocks in trucking companies or other types 
of companies. 

Mr. Horrman. That is all. 

Mr. Fountarn. Thank you very much. 

I think some of the other members of the committee want to ask 
some of the other Department representatives here further questions. 

Mr. Naughton, our counsel, has some questions to ask of Mr. Beyer, 
and Mr. Hoffman has some. 

You may go ahead, Mr. Hoffman. 

Mr. HorrmaN. I will yield to the chairman. 

Mr. Fountatn. I will yield to Mr. Naughton. He has some ques- 
tions. 

Mr. Naveuton. Mr. Beyer, during the testimony of Mr. Nickell and 
Mr. Wolfe some statements were made regarding the fact that a good 
deal of free storage was available in Michigan. Would you tell us 
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whether during the course of the Dunbar contract, or perhaps, since 
1949, there has been any considerable amount of free storage available 
in Michigan ¢ 

Mr. Beyer. Michigan operates somewhat differently than Lllinois 
insofar as they make commodities directly available to institutions 
that can take carload lots. 

Those commodities are for institutional use only. However, the 
institutions do transfer commodities from one institution to another 
and in that respect the storage space is used by the institution. 

Since they ship the commodities directly to the institution it elimi- 
nates the storage of commodities which Dunbar always went through 
when he got commodities for any recipients whatsoever. 

Mr. Naveuton. But the institutional shipments are not handled 
by the commercial firms in Michigan; are they ? 

Mr. Beyer. No, sir. 

Mr. Nauenton. As far as the commercial firms 

Mr. Beyer. Whether they transfer by commercial trucks from one 
institution to another we would not know. But the carloads are 
shipped directly to the institutions wherever they can use carloads or 
spht shipments and therefore no trucking by a commercial concern 
is involved to get the commodity to the institution. 

Mr. Naucuron. In other words, to put it on a par with the Dunbar 
operation, the commercial people who are performing some adminis- 
trative services in Michigan do not have any free storage that is do- 
nated to them. 

Mr. Beyer. No, sir. 

Mr. Naueuton. There are some substantial differences as I under- 
stand it, between the Michigan operation and the Illinois operation 
and we got a report last night from the Department of Agriculture, 
I believe it is a report of the : study you made in December. Suppose I 
read into the record the portion about the essential differences between 
the Michigan and Illinois system. 

Mr. Fountartn. Any objections? 

Mr. Navueuton. The pronounced differences between the Illinois 
and Michigan systems are as follows: 

1. In Michigan there are now 11 commercial outlets handling the 
program plus the Detroit Board of Education whereas Illinois has 
but 1 outlet. 

2. In the area served by each outlet in Michigan there is a steering 
committee composed of school superintendents and administrators 
which cooperates fully with the outlets and the distributing agency on 
all mattérs pertaining to the receipt, storage, handling, and distribu- 
tion of commodities, such as charges to recipients, changes i in charges, 
etcetera. Such committees do not exist in Illinois. 

3. Service charges cannot be changed without the recommendation 
of the steering committee and the final approval by the distributing 
agency. 

4. Many commodities are shipped directly to State institutions in 
portions of carlots or full carlots without any service charge to the 
institutions. 

5. Commodities are shipped directly to the Detroit Board of Educa- 
tion which in turn handles distribution to the schools under its 
jurisdiction. 

Is that your understanding of the differences? 
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Mr. Bryer. That is as I understand them; yes, sir. 

Mr. Navueuron. Has the Department of Agriculture a right to look 
at financial records of corporations undertaking administrative 
services in Michigan? 

Mr. Beyer. The attitude—Mr. James and I visited one of the out- 
lets and they appeared to be quite willing to show us anything we 
wanted to see. 

Not being auditors we did not go into their financial records but they 
submitted a communication from a certified accountant I believe if 
was indicating what their gross profit was, what it cost them to operate 
and what their net——— 

Mr. Naueuton. No one in Michigan has refused on the advice of 
counsel to show you their financial records ? 

Mr. Beyer. We have not asked as yet. 

Mr. Naucuron. Have there been any substantial changes in Michi- 
gan rates since 1949 when this system went into effect ? 

Mr. Bryer. There have been some limited changes. May I ask 
Mr. James to comment on that ? 

Mr. Naventon. Have there been any substantial changes since 
January 1952? 

Mr. Bryer. A few changes, very limited. 

Mr. Naventon. But the rates in effect since January 1952 would 
be substantially the same rates as are now in effect ? 

Mr. Beyer. Practically the same, except there have been a few 
changes. 

Mr. Naventon. Are you aware, Mr. Beyer, that the rates in effect 
in Michigan are substantially lower than the proposed rates for Illi- 
nois and the rates which actually were put into effect in Illinois? 

Mr. Bryer. We knew they were lower. 

Mr. Horrman. Where? 

Mr. Beyer. In Michigan as compared to Illinois. 

Mr. Horrman. If you get that comparison, naturally you want to 
know why they were lower, what the conditions were. You open up 
the field if you go along on that. 

Mr. Fountarn. They have set forth somé comparisons in the reports 
of survey. They have compared the rates in several of the States and 
they’ve given us the figures. As a fact-finding jury we will not have 
time to listen to any and everything, but I think we can arrive at a 
pretty good conclusion from what we learn here. 

Mr. Horrman. The record shows there are 11 districts in Michigan 
while there is only 1 in Illinois. The record also shows—if it does 
not I can substantiate it—that the State authorities practicaHy handle 
with State equipment and State labor the Michigan program. 

Mr. Founratn. That sounds like a much better program. 

Mr. Horrman. It depends on whether you are for bureaucratic ad- 
ministration or you want the fellow who pays the taxes to do the job. 

Mr. Hourzman. That is right. 

Mr. Naveuton. Mr. Beyer has some conclusions in his report which 
I think are rather complimentary to Michigan. 

Mr. Horrman. We would rather just rest on the record. 

Mr. HourzmMan. Let’s get it into the record. 

Mr. Naveuron. These are Mr. Beyer’s conclusions : 


Conclusion: Based upon this analysis which was developed from data supplied 
by the Michigan Refrigerating Co., Lansing, Mich., of their usual storage 
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charges and transportation charges obtained from the Traffic Department of the 
State of Michigan, we believe that the present charges for monthly distribution 
are justified and reasonable. However, further study of these rates will be 
made. 

Mr. Horrman. Being under the Governor’s office, the Governor is 
a Democrat, I am sorry he is charging more than the contractor is 
charging in Dlinois where the Governor is a Republican. 

Mr. Naucuton. Much less. 

Mr. Horrman. I want you to have that credit. 

Mr. Naueuton. He has the help of 11 commercial operators in 
Michigan who apparently are less expensive than the 1 in Illinois. 
To compare some of these rates: In Michigan, the rate for apples is 
10 cents a bushel. The proposed rate in Illinois was 50 cents a bushel. 

In Michigan the rate for delivering a hundred-pound bag of beans 
was 1 cent per pound. In Illinois the proposed rate was 5 cents a 
pound, 

Mr. Horrman. May I ask, Mr. Chairman, this statement you in- 
troduced the other day gave the rate at $4 a bag for both States and 
$1.37 in Indiana. 

Mr. Naueuton. That is true. 

Mr. Fountain. The record will speak for itself. 

Mr. Naueuron. The charge was $4 in Michigan for beans which 
were packaged by the distributor. 

Mr. Horrman. And $4 in Illinois. 

Mr. Naveuton. In Illinois it did not include packaging. 

Mr. Horrman. That is right. That is the rate of that given in the 
survey from the Agriculture Department. 

Mr. Naueuron. I was getting to that. The proposed rate was 5 
cents. The rate was actually set at 4 cents. In Michigan they also 
had a rate of 4 cents for delivering beans but that was beans pack- 
aged by—— 

Mr. Horrman. All that tends to prove is that the Michigan labor 
was underpaid. We didn’t have as much standby service which is 
516 for loaded truck and $15 for standby, featherbedding unloading. 

Mr. Naveuton. To save time we might put it in the record to show 
the comparison. 

Mr. Fountrarn. Without objection, so ordered. 

(The document is as follows :) 

STATE OF MICHIGAN, 
DEPARTMENT OF ADMINISTRATION, 
PURCHASING DIVISION, 
COMMODITIES DISTRIBUTION SECTION, 
Lansing, Mich. 


General charges, authorized storage, handling, and service charges made by 
certified distribution outlets to eligible recipient agencies, effective July 1, 
1954 


RURUE is ii BO eee ace dha edignckg Abie ee bushel__ $0. 40 
Beans: 
Dry, peckesed. by: outlet... Jia. ~ oe 
BE i, A DON DOG tr a os, | seen 


Butter: 
1-pound prints processed by the U. S. Department of Agricul- 


ne oes ie lt | eS 08 
ee ee eee ee eee ee Soe Mca . 02 


Cade, procasacd: by the outlet... .-— Cats. «OO 
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General charges, authorized storage, handling, and service charges made by 
certified distribution outlets to eligible recipient agencies, effective July 1, 
1954—Continued 


Canned goods: 


ie ONS cee lie es oe each__ $0. 07 
DOO; RR ica bokitet cd elie eee ile eee do.... .02% 
Gila FIO iaicectain niciiettionmintn a Gummulidvetre dt tS thes iti. 
PN ieee ae ola cm) | . 05 
OO I iiiciicniccteinitis recta ipa eee eee ee Ona. ee 
NO, DOO (CRMs ai in ed Sel lk ce eds lea wke eo. * ~<& 
Noy ‘OGB MOMs eseti cd. 35.44 c8dceeed see Cee ict. 
PU I I Nissin et iccasipsnliiii indie ei a ee eee rs 
II catia fis ici gt cei ce Bia eae ie aee oe eS aieiae lining COvcen. «ae 
Cheese : 

mee. SE een i ni Ae Ea 5-pound loaf_. _.15 
ROR Ts WN kik de eecadl nti dcnteean web watidatssl dee pound. .02 
PIAEGERI, OCONEE. Fie Eis seks Src witebndecs recs ee 


Processed, sec. 32, cut and wrapped for welfare distribution__do__._. _. 05 
Dried eggs: 


pumice A Lie kk ee package. —. 01 

PPO COmNe ir UU ok shee eet cu lee eeet pound__ . 04 
Dried fruits, all varieties: 

IE TN icine classes chelating tained a . 04 

a I acs cintctsstbist cate ashen ap ecenscincc tn eab-acaocns eoeaaden ta ib candace ter Atos giadvpa han kc . 02 
Dried milk: 

2-powell or 444-pewed che... 2c eb aes nse i. wee 

Procensed br :OnUel ns a cee hese eee Bede. 
ON iss ins inshore eatin ccip i ene iia igs tills pial in Solis cenit GGinccet tse 
Meat products, including fowl (not canned) -—--------___-_--_-_- ‘oo . 03 
Brest Grmit, DORN ds een eet eneetoeesarenatoee ap . 02 
Potatoes_____- wiki kad ets chest bicd cash soccoete oot leds cess bighenid de tek cts ert 100-pound bag- . 50 
Ghelk  O0Wisctniccksnnnctnccwss apenas eee Be dozen__ . 05 


The above rates have been approved by State commodities distribution section. 
Future changes affecting these service charges must be approved by our office. 
RALPH J. Bubp, Supervisor. 
JuLy 28, 1954. 


Excerpt From (ILLINOIS) STATE PLAN OF OPERATION FOR THE DISTRIBUTION OF 
GOVERNMENT DONATED COMMODITIES 


Vv. ALLOCATION AND DISTRIBUTION TO RECIPIENT AGENCIES 


Commodities available will be allocated and distributed by Dunbar & Co., as 
follows: 

C. Upon completion of delivery of commodities to recipient agencies, Dunbar 
& Co. will bill the various recipient agencies for each month of delivery, such 
charges to be based upon uniform unit prices. Unit prices as established are 
based upon a survey of prevailing warehouse and trucking rates that exist in 
the State of IMinois at the present time governed and directed by the Illinois 
Commerce Commission. Following is a list of contemplated prices for the han 
dling, storage, processing if necessary, and delivery to recipient agencies : 


aaa oi a ak cnc es ce etn cana tbah edee  baate each__ $0. 04 
WO... ae! Rs S85 eh tee ee cot eab se eateneueenanoe Gost. 04%, 
0 Te NG as oi isc beiinctentagisinaiah meaner eiganalcn a daeodiaae daa ail ee 09 
Dae I NO oie cinstianincis Ree amaieense cin ate ins ee 
Be a aa isi sdiesa occas nines cen Dates eich nicti inp ibe enallan Pamoct i antes bcc 10 
IG ee cating ets tdemimeeainn da ith aed OO a, . 03 
DO, a ae ai sacscch nah ean esith dale Maite inks a gh ena cil ROG: .16 
CO CE a iii pei tats cet nips aaah pin nals Rl tc tn es i oh TO ak se . O81 
Cheese, see. 416... 40. cin- i siete A aw ahi cinile nkerennt eatin lal an as i do_- 08 
I oo snnscd cepiienachian mega ais ear ehmaeie am ae 2 0% 
SE i ikl tthe bo cntce eee ee os pence 00... nie 
DEE RE, GOR Bien cis cose titntmdenn an inkisnnndd pales BD siice if OF 
I PIN I etic alee seen ae ial ae st citeeee eae enteeniiel do_- . 04 
TO rs Ne nettles Sos cas cei ciase dees ae eine oC... oe 
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Derbi ie Osea td eat don ink eels each__ $0. 04 
iti aii rcs ttinteigicesinteincnice nde eiah ea taninatginanaadh eccaiinninn ini ae . 04 
SR CO De eee INC a cin rnatsine nn den emecismsevomormatce do.._..__ .02% 
FRU i ies nes eee ee ee a eee do.... .05% 
ADI eras asd a Seed ies Sd ries akc ea nee eh ld erecta iS bushel . 50 
POU aire oie eet Jatt bieletiey hundredweight__ . 50 
Se aia site os ence ec sae bet ein cing aha saeco eae ___per case_ 2. 25 


Mr. Naueuton. Mr. Beyer, I believe you testified that =i you 
were conferring with Mr. Dunbar, Mr. Nickell, and Mr. Wolfe about 
this contract you tried to get them to allow shipment directly to State 
institutions in carload lots or less-than-carload lots. 

Mr. Beyer. Yes, sir. 

Mr. Naucuron. What was their reaction? 

Mr. Bryer. We did it not only for institutions but suggested it also 
for the city of Chicago and any city that could take care of carloads 
and split shipments. 

The reaction was they wanted uniform rates throughout the State. 

Mr. Naueutron. Who wanted that ? 

Mr. Beyer. Mr. Nickell and Mr. Wolfe. 

Mr. Naveuton. How about Mr. Dunbar? 

Mr. Breyer. They were - ones who were deciding just how they 
would run this program. I don’t know that Mr. Dunbar said any- 
thing about uniform rates. It was Mr. Nickell and Mr. Wolfe that 
wanted the uniform rates thr oughout the State. 

Mr. Nauventon. They took care of all the arrangements on that? 

Mr. Bryer. Yes. 

Mr. Houtrterp. I think the record shows that this plan of unit 
charges was proposed by Mr. Dunbar to Mr. Nickell and Mr. Wolfe. 
That was established in our first hearing, so apparently Mr. Nickell 
and Mr. Wolfe were representing the views of Mr. Dunbar as pro- 
vided by this list. 

Mr. Fountain. Didn’t he say that plan was used in Michigan with 
some modications ? 

Mr. Ho.irFievp. I believe that statement was made later on. 

Mr. Naueuton. Mr. Wolfe and Mr. Nickell overruled your objec- 
tion and persuaded you to agree to allow these shipments to go to 
State institutions through Dunbar. 

Mr. Bryer. They did not accept our suggestions in that connection 
and decided they would proceed on a uniform-rate basis. 

Mr. NavueGuton. In other words they insisted that all shipments 
to State institutions go through Dunbar? 

Mr. Breyer. They insisted rather forcibly ; yes. 

Mr. Naucutron. And be paid for at Dunbar’s unit rates? 

Mr. Bryer. Yes, sir. 

Mr. Naucuton. From your experience do you think it would have 
been possible and convenient to have these shipments made in carload 
lots or less-than-carload lots directly to these State institutions ? 

Mr. Bryer. I did then and do now. 

Mr. Nauenton. Involving quite a saving in trucking costs? 

Mr. Bryer. Yes, sir. In our discussions at that time we used, as an 
example, the Michigan system where objections were not being made 
by the schools over the fact that Detroit was handling that on their 
own and that there were no objections from anybody in the State 
that we know of that institutions were given that opportunity to 
handle it themselves and that was.used as an example. 
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Mr. Nauenuton. Mr. Nickell, of course, had an agreement with the 
Department of Agriculture making him the exclusive distributor of all 
surplus food in the State of Illinois? 

Mr. Bryer. Yes, at that time. Subsequently we had an agreement 
with IPAC and still have for welfare distribution. 

Mr. Navucuron. That occurred recently after the protest of Dun- 
bar’s high rates; did it not? 

Mr. Bryer. Yes. 

Mr. Naueuron. So Mr. Nickell had a monopoly on distribution for 
the whole State? 

Mr. Bryer. Yes. 

Mr. Naventon. Then he signed a contract with Mr. Dunbar making 
him his agent or chief distributor, in effect giving him a monopoly 
on distribution of all these commodities in the State of [linos? 

Mr. Breyer. You might call it that; yes. 

Mr. Naucuton. The figures I have indicate that about 12 million 
pounds over some 27 months of this contract in surplus foods have 
gone into State institutions in Illinois. That is institutions, not 
schools ¢ 

Mr. Bryer. Yes, sir. 

Mr. Naventon. Under the terms of Nickell’s agreement with the 
Department of Agriculture, and Dunbar’s contract with Nickell, all 
of that had to go through Mr. Dunbar’s hands ? 

Mr. Bryer. Yes, sir. 

Mr. Naventon. And the State institutions, even though they were 
getting a whole carload, had to pay Mr. Dunbar’s unit charges on 
every pound of butter or any other commodity they received. 

Mr. Bryer. Yes. It is only fair to say that there are only a few 
institutions in Illinois that could take a whole carload and store it 
themselves except they could store it in commercial warehouses. 

Mr. Horraan. Those who did have to pay that excessive monop- 
olistic rate, in the words of Mr. Patman., 

Mr. Bryer. Yes; they had to pay the rate. 

Mr. Navucuton. The survey indicates, and we read it into the record 
at our last hearing, that according to the computed charges of the 
Department of Agriculture based on the criterion that Mr. Dashner 
has told us about, that on some of these shipments to individual State 
institutions Mr. Dunbar’s charges were as much as fifteen to sixteen 
hundred dollars in excess of a fair computed charge. Now 

Mr. Horrman. He has not echoed your sentiment. 

Mr. Bryer. There was no question. It was a statement. 

Mr. Horrman. There was a question. 

Mr. Bryer. It was a statement. 

Mr. Horrman. You are supposed to O. K. it. 

Mr. Bryer. I see. 

Mr. Horrman. If I ever heard a cross-examiner putting words into 
the mouth of a witness, this is it. 

Mr. Hoirrevp. I think counsel is doing a pretty good job. 

Mr. Horrman. He is along that line. If the witness wants to sit 
there and say “Yes.” 

Mr. Hotirtevp. I don’t think we ought to obstruct justice. The wit- 
ness is making truthful answers under oath and I don’t see why any 
member of this committee should object. 
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Mr. Horrman. I am not objecting to it. 1am complimenting coun- 
sel in the way he is getting his case proven by the grunts of the 
witness. 

Mr. Naueuton. Thank you for the compliment. 

Mr. Beyer. I didn’t grunt or approve that. 

Mr. Horrman. If you read the record, you will see that. 

Mr. Houirtevp. I think the witness is being very responsive; just 
a few minutes ago Mr. Hoffman was insisting that another witness 
answer “Yes” and now he apparently objects to this witness answering. 

Mr. Horrman. I was asking for facts and figures; this gentleman 
is asking for conclusions. We have been under criticism from the 
press and from the commentators about the way we conduct our 
hearings. 

Personally I don’t care and I am not finding any fault but I am 
putting on the record what is happening. 

Mr. Fountain. Do you have any criticism of the way we are con- 
ducting this hearing ? 

Mr. Horrman. I would not presume for a minute to criticize the 
chairman. 

Mr. Houtzman. Then may we proceed, Mr. Chairman ? 

Mr. Houirrevp. I think the counsel should proceed with his ques- 
tions and I am sure the witness will be responsive in the future as 
he has been in the past. 

Mr. Horrman. And cooperative. 

Mr. Founrarn. Go ahead. 

Mr. NaucuTon. Perhaps Mr. Beyer may not be the best one to an- 
swer the next question. It calls for a conclusion on the part of the 
Department which they don’t have to make if they don’t want to. 

lf the Department survey is correct in computing these charges of 
as much as sixteen hundred dollars in excess of fair computed charges 
on single shipments then in the course of shipping 12 million pounds 
of commodities to State institutions through Mr. Dunbar there prob- 
ably would have been quite a sizable amount of excess charges. Am 
I correct on that ? 

Mr. Wetts. I would answer that by saying that the only criticism 
we have relates to the charging system as a whole. This is a case 
where they are charged at a uniform cost. I don’t see how you can 
arrive at a conclusion with respect to any one of them; that was the 
difficult problem we faced in trying to get a sample representing the 
entire State operation. ite 

Mr. Naucuron. Here we have a situation where we can ship in 
carloads or less-than-carload lots direct to the State institutions. 

Mr. We ts. Yes; but you have a uniform charge regardless of how 
small or large the school or institution is, regardless of how near or 
far. It would be difficult for us to arrive at any conclusion with re- 
spect to any particular charge. This made our study very difficult 
and time consuming in hoping and trying to get a reasonable sample 
to represent the entire State operation. 

Mr. Navenron. Mr. Beyer has testified that he put up some re- 
sistance to having this unit charge imposed on State institutions 
and in view of that fact I am trying to determine whether or not he 
thought there would be considerable savings to the State institutions 
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if they received direct shipments rather than shipments through 
Dunbar. 

Mr. Wetis. Yes; we opposed that because we thought there would 
be asaving. We did not know how much of a saving. Some of them 
could store the commodities at their own institutions. They might 
also have available trucks of their own, or State trucks, which they 
might use to transfer commodities, as they do in some States. 

Presumably there would be a saving; that is why we suggested 
both for Chicago and any other large cities, and also for institutions. 
What the saving would be we don’t know. There would be a saving, 
I am sure. 

Mr. Horirrerp. On that point if the counsed will yield. Isn’t it 
true that Illinois public-aid group made that same determination 
and sought from you a right to deliver their own commodities to their 
own institutions ? 

Mr. Breyer. To their own welfare families; yes, sir. 

Mr. Horrzman. Is that the thing that Dunbar insisted on not 
doing or was it Mr. Nickell? 

Mr. Beyer. I think it should be clear that our dealings were with 
the State agency and not with Mr. Dunbar. Dunbar is a trucker. 

Mr. Hourzman. I will withdraw that. Is that the situation that 
Nickell insisted he did not want? 

Mr. Bryer. Nickell and Mr. Wolfe wanted and asked for a uni- 
form rate and did not want to deliver commodities to Chicago or 
institutions as we suggested. 

Mr. Hourzman. In spite of your suggestion that you thought it 
would be more economical ? 

Mr. Beyer. Yes, sir. 

Mr. Naveuron. So that Mr. Nickell’s insistence on putting this 
provision into the contract requiring all shipments to State institu- 
tions to pass through Dunbar may have cost the State of Illinois a 
lot of money ? 

Mr. Beyer. Likely. 

Mr. Naveuton. Prior to the time that the Illinois Public Air Com- 
mission apparently complained about Dunbar’s high rates and ar- 
ranged with the Department to make direct shipments to the Illinois 
Public Aid Commission, did anyone in the Department take any 
action to find out whether the charges to State institutions on these 
large shipments were excessive ? 

Mr. Bryer. Excepting in line with the suggestion that we previ- 
ously made. The Public Aid Commission does not handle the insti- 
tutions. They distribute commodities only to welfare families. 

Mr. Navuenton. So that 

Mr. Beyer. To individual welfare families or persons, and not 
to institutions. 

Mr. Navenron. In that case, then until March 31, shipments to 
State institutions in Illinois still go through Dunbar? 

Mr. Beyer. Still do; yes. 

The difference lies in the fact that Dunbar was delivering com- 
modities to the counties in which the Illinois Public Aid Commis- 
sion had welfare distribution. Welfare distribution is made up of 
families who are on relief or who are in the low-income group and 
they received commodities through an authorized welfare agency. 
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It was that group that the IPAC took over so far as distribution is 
concerned since it was a special concern of theirs. 

They are the people who are responsible for that type of welfare 
distribution. Institutions are separate from the IPAC. 

Mr. Navueutron. Until the end of this month then, when Dunbar’s 
contract expires, the State of Illinois is still paying Dunbar’s charges 
for any shipments to State institutions ? 

Mr. Bryer. Dunbar is still delivering to institutions. 

Mr. Naventon. Has anyone called this to the attention of the 
State auditor of Lllinois ? 

Mr. Breyer. I have not. 

Mr. Naveuron. Has the State auditor of Illinois ever inquired 
about these charges ? 

Mr. Bryer. I as know. I don’t know who he is, I’m sorry. 

Mr. Naveuron. I don’t believe I have that information either. Do 
you think it might be a good idea to turn over tlis information to 
the State auditor / 

I assume he passes on these payments to Dunbar. 

Mr. Bryer. I presume in retaining and maintaining a relation- 
ship with the State agency you just don’t step over their heads and 
vo to someone else and say, “Look what they are doing; you better 
look into it.” I think it is the responsibility of the auditor to make 
himself aware of the situation just as it is the responsibility of our 
wuditor to make ours aware of our situation. 

Mr. Naveuron. Did you think Mr. Nickell would be displeased if 
you camtiannil anything about these charges to the State auditor? 

Mr. Beyer. Let me absolve Mr. Nickell. I would be displeased 
with myself if I had done it. You just don’t bypass authorities of 
that sort and kick them in the teeth behind their back. 

Mr. Founrarn. I think the committee understands your position. 

Mr. Naveiron. Even if you can save $1,600 on each shipment to 
these State mstitutions. 

Mr. Beyer. Yes. 

Mr. Naveuntron. That is all. 

Mr. Founrary. On page 82, volume 1 of the record of the hearings 
thus far I asked this question of Mr. Wolfe: 

What kind of records, then, do you keep in your State office? 

His answer: 

His records are exactly the same outside of the fact that the bill for the 
collections of the charges are carried on by him. We have nothing to do with 
them, 

Is that an economical and efficient operation to have a duplication of 
administrative records ? 

Mr. Bryer. I think not. 

Mr. Founrarn. You don’t think it is economical and efficient ? 

Mr. Breyer. I don’t think so. 

Mr. Horrman. May I ask there. One is Dunbar’s records and the 
other is the State? 

Mr. Founrarn. That is right. 

Mr. Horrman. If I were a private contractor I would keep my own 
records. 

Mr. Fountain. Mr. Nickell testified that the keeping of these 
records cost the State of [llinois $20,100 a year, that is in addition to 
Mr. Dunbar’s own administrative expenses. 
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Since you are all here and since this record is rather long, you might 
be interested in several other comments which were made. I invite 
your attention beginning on record page 98, volume 1 of the hearings 
when we were discussing rates. 1 asked Mr. Wolfe this question: 

And the decision was based upon the rates which Dunbar & Co. had suggested 


they would have to have? 
Answer: It was not just his suggestion, it was done by discussion, Mr. Chair- 


man. 

Mr. Holtzman then asked this question: 

At this point you say it was arrived at on the basis of the best possible in- 
formation you could develop such as? 

And Mr. Wolfe responded : 

Such as what I could get in the State, and my best source of information 
was Dunbar. 

Then Mr. Holifield asked this question : 

Did you check on the rates charged by trucking companies per hundredweight 
per mile distance in arriving at these rates? 

His answer: “No, I did not.” 

On page 100 on the question of arriving at a proper rate, Mr. Holi- 
field asked Mr. Nickell this question : 

Did you have time to check on the rates after you started into operations 
to see if you were getting a good rate, Mr. Nickell? 


His answer: 

Well, I checked with the Illinois Commerce Commission recently. 

Mr. HovirreLtp. Recently? 

Mr. NICKELL. Yes. 

Mr. Ho.LiFreLp. What do you mean now by recently? 

Mr. NIcKELL. Well, after we were charged with the things that they charged 
us with. I did try to find out something about warehousing costs, and I still 
don’t know a whole lot about them. 

Then on page 103, Mr. Holifield asked Mr. Wolfe this question : 


Now, Mr. Wolfe, do you have any information to give to the committee as to 
whether you checked on competitive rates for competitive transportation? 

Mr. Wolfe responded by saying: “No, I did not.” 

Then on page 104, Mr. Wolfe made this statement : 

I feel that inasmuch as the United States Department of Agriculture knew 
what the rates were and accepted them—surely had more experience than I did— 
I think I just discharged my duties insofar as the school-lunch program is 
concerned to the best of my ability. 

Then on page 115 Mr. Holtzman asked Mr. Wolfe this question : 


Well, from time to time, as rates were discussed, did you still rely on Dunbar? 


Mr. Wolfe said: 

We ask him what the fair rate is. When the rate is established we send it 
to the United States Department of Agriculture. If they accept it, we assume 
that is a fair rate. 

Then on page 126 Mr. Hoffman asked Mr. Wolfe this question: 

So you are still ignorant about where you could get cheaper transportatiou 
for the school lunch? 

Mr. Wotre. That is right. 

Then on page 188 Mr. Holifield asked Mr. Wolfe this question : 
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Mr. Wolfe, I have been studying the USDA survey, part VI. 

I note that the transportation rate used in this survey is a comparative rate 
from quotations in the Central Motor Freight Tariff 218-BMF-I. C. C. No. 178, 
which is applicable to interstate commerce, motor common carriers, but which 
rates are applicable in intrastate transportation as indicated in motortruck 
tariffs 2, 3, and 4. Were you aware that there was such a schedule of rates 
in the State of Illinois? 

Mr. WoLrFe. No, sir. 

Then Mr. Holifield said: My second question is not in point. If you didn’t 
know there was such a thing, naturally you couldn’t use it to measure Mr. 
Dunbar’s rates by. 

On page 164 Mr. Naughton gave Mr. Nickell some examples of the 
charges as set forth in the report of survey. 


And Mr. } Naughton asked Mr. Nickell this question: 


Do you think those charges sound excessive? 

Mr. NICKELL, If those figures are accurate, sure, that would be excessive. 

Mr. NavueutTon. Do you think the State auditors ought to look into it? 

Mr. NicKELL. I should think they would. 

Mr. Horrzman. At that point do we have this letter from the office 
of the superintendent of public instruction dated December 9 in the 
record showing the attitude of Mr. Nickell with respect to an audit ? 

Mr. Fountain. I thought, Mr. Holtzman, after we got all these 
exhibits together we would put them in the record. 

Then one final reference to the previous testimony—lI asked Mr. 
Nickell this question : 

gather, Mr. Nickell, since the rate had been set and since no effort had been 
made to find out what other companies were charging, you had no way of knowing 
that all these charges might be excessive until you got this report of survey? 

Mr. NIcKELL. That is right; I had no idea of what had been set up. I don’t 
know I would guess that. Uniformly throughout the State where they lived 
across the road from the warehouse up to 270 miles away. 


Mr. Founrarn. I will not ask you gentlemen from the Agriculture 
Department for comments. I just wanted to give you the benefit of 
that testimony. 

Mr. Horrzman. Listening to a rereading of that testimony do you 
a now, Mr. Beyer, that when the State superintendent told you “he 

vas watching’—and I am quoting your testimony—“this matter of 
rates ¢ arefully and closely,” that is what you said, isn’t it? 

Mr. Bryer. Yes, sir. 

Mr. Hottzman. Do you feel now you should have looked into it a 
little more deeply ? 

Mr. Bryer. At the time we felt we were reminding and encouraging 
and trying to get the State agency to review its rates and do some of 
the things that we anticipated they intended to do when they said 
they were temporary and experimental rates. 

I suppose we might have put some additional pressure on them. 
Just how we would do it I don’t know. 

Mr. Hoitrzman. You took his word, did you not? 

Mr. Beyer. That is right. 

Mr. Hourzman. You “enjoyed cordial relations, and I assume you 
still do, and you took his word? 

Mr. Bryer. That is right. 

Mr. Founratn. Would you say you were justified in assuming that 
the State agency made a thorough investigation with respect to com- 
petitive rates? 
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Mr. Bryer. No; if I implied that, I did not mean to imply that. 

I was quite confident that they had not. 

Mr. Founratn. Oh, you were? 

Mr. Beyer. Yes, sir. 

Mr. Fountain. Any other questions ? 

Mr. Horrman. Yes. 

Mr. Founrarn. All right, Mr. Hoffman. 

Mr. HorrMan. Assuming you had looked into the thing and using 
your hindsight here today, what could you have done about it ? 

Mr. Bryer. If we had gone into it in further detail, we might have 

recommended strongly to our W ashington office that we t: ake some 
strong action in that ¢ connection. 

Mr. Horrman. For example? 

Mr. Breyer. We might have said—— 

Mr. Howtrrevp. Cancel the contract. 

Mr. Bryer. Cancel the contract if they don’t change the rate. 

Mr. Horrman. And when you did get around to it, you got the con 
tract canceled out? 

Mr. Bryer. Finally; yes, sir. 

Mr. Horrman. Do you know of anybody today who will haul the 
commodities cheaper and give the same kind of service ¢ 

Mr. Bryer. No; we don't. 

Mr. Hourzman. Would you yield at that point ? 

Mr. Horrman. Yes. 

Mr. Hourzman. You don’t know that there is no other trucker 
who will handle it? 

Mr. Bryer. No, sir. 

Mr. Hourzman. Both your office and Nickell are making an effort to 
get somebody to haul it ? 

Mr. Bryer. Yes, sir. 

Mr. Horrman. So maybe in a month or two we will learn whethe1 
or not, had your assumed negligence not occurred, it would have pro- 
duced results. 

Mr. Hortrzman. Are you charging him with assumed negligence? 
I didn’t make such a charge. 

Mr. Horrman. I thought I heard that assumption. 

Mr. Hourzman. I plead “Not” guilty. 

Mr. Horrman. Excuse me. I thought that was the burden of the 
song. 

Mr. Hourzman. I don’t need Mr. Hoffman to construe my lan- 
guage. 

Mr. Horrman. Did you say there hadn’t been any negligence ? 

Mr. Horrzman. I didn’t say that either. 

Mr. Horrman. Well, all right. 

You said something in answer to counsel here when you were “yes- 
ing” his questions, to the effect that you thought if careload lots had 
been delivered, you could have saved something. 

Mr. Breyer. I thought the State could have saved something. 

Mr. Horrman. Yes. The food had been handled for this school 
program previously in carload-lot deliveries ; hadn’t it ? 

Mr. Bryer. Yes. 

Mr. Horrman. And it cost more than Dunbar charged ? 

Mr. Bryer. I don’t know that it had. 

Mr. Horrman. Didn’t you hear that testimony ? 
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Mr. Bryer. I haven't heard that. 

Mr. Horrman. The service wasn’t satisfactory ; was it? 

Mr. Bryer. No, sir; that is correct. 

Mr. Horrman. Do you know anything about the antitrust laws 
that forbid monopolies? For example, in the distribution of food; 
do you know that? 

Mr. Bryer. Iam not a legal authority. 

Mr. Horrman. Didn’t you ever hear of that ? 

Mr. Bryer. Yes. 

Mr. Horrman. Heard a lot about monopolies / 

Mr. Bryer. Yes, sir. 

Mr. Horrman. I understand you testified—if I am incorrect about 
it, you can correct me—that Nickell and Dunbar had a monopoly of 
the distribution of this food for school lunch; isn’t that right? 

Mr. Bryer. I believe I answer that it could be construed that 
way. 

Mr. HotrzmMan. You could say so? 

Mr. Bryer. Yes. 

Mr. Horrman. Clearly, didn’t you say in answer to a question that 
Dunbar and Nickell hada monopoly on this food ? 

Mr. Breyer. I said youmight call it that. I believe I said that. 

Mr. Horrman. Let’s not call it something that it isn’t. Let’s call 
it what it is. What you meant was that they had the exclusive right 
to distribute under this contract. 

Mr. Bryer. Yes, sir. 

Mr. Horrman. Did you intend to convey 

Mr. Houtrievp. Isn’t that a monopoly / 

Mr. Bryer. I didn’t intend to convey anything illegal about it be- 
cause I do not know that it is illegal. 

Mr. Horrman. You also said in answer to counsel here that they 
insisted you approve of that contract which gave them a monopoly. 

Mr. Beyer. Did I say they insisted ? 

Mr. Horrman. You sure did. You “yessed” his insistence. 

Mr. Ho wirrevp. I object to the member putting words in the witness’ 
mouth. 

Mr. Horrman. I am not. I am refreshing his recollection of his 
testimony and yours. 

Mr. HowiFtetp. I listened very carefully and I didn’t hear the gentle- 
man say anything like that. 

Mr. Horrman. You weren't listening, then. The record will show 
it as clear as it can because that is what I was wondering about. Tell 
us In your Own way what caused you to yield to this insistence on the 
part of Mr. Nickell. How did he coerce you? 

Mr. Beyer. He didn’t coerce me. 

Mr. Horrman. At no time? 

Mr. Bryer. No, sir. 

Mr. Horrman. And your representative went over with him in detail 
the terms of that contract prior to the time it was signed; didn’t he? 

Mr. Bryer. Yes, sir. 

Mr. Horrman. Mr. James spent time down with Dunbar going over 
the proposed contract ; didn’t he ? 

Mr. Beyer. I believe hedid. I cannot speak for Mr. James. 

Mr. James. If I may take a few minutes of your time, gentlemen. 

Mr. Horrman. What do youhave? A prepared statement ? 
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Mr. James. No. 

Mr. Horrman. I am asking this man that question. 

Didn’t Mr. James spend time down at the Dunbar office ? 

Mr. Bryer. In the State agency office. 

Mr. Founratn. Mr. James is here. Let him answer the question. 
You are asking him about someone who is here. 

Mr. Horrman. I am asking the boss. That is a fair question. 

Mr. Hourzman. If you know. 

Mr. Beyer. I believe Mr. James went over the plan of operation in 
Mr. Nickell’s office. 

Mr. Horrman. Under your instructions ? 

Mr. Breyer. Yes. 

Mr. Horrman. Did he go over to Mr. Dunbar’s office or look over his 
books? 

Mr. Bryer. I don’t know about that. 

Mr. Horrman. Asa matter of fact, Nickell wasn’t familiar with the 
way these programs operated prior to the time he signed this contract 
or prior to the beginning of the negotiations for the signing of the 
contract. 

Mr. Bryer. I wouldn’t know how informed he was. 

Mr. Horrman. But you were: weren’t you? 

Mr. Bryer. I hope so; yes, sir. 

Mr. Horrman. You had had how long experience with the different 
States ? 

Mr. Beyer. I started when the program was initiated, 19 years ago. 

Mr. Horrman. And been with it ever since? 

Mr. Beyer. Yes, sir. 

Mr. Horrman. In practically how many States? 

Mr. Bryer. In anywhere from 9 to 14 States. 

Mr. Hortrtetp. It was a New Deal program to feed children. 

Mr. THorrman. That was the trouble with the program. Here we 
are trying to correct the mistakes left init. It is too bad. 

If there was any advice to be given from anyone who had knowledge, 
it would come from you as to how to operate ? 

Mr. Bryer. We did give advice. We told Mr. Nickell to use plural 
distributing points. We did not suggest a separate agency. We had 
nothing to do with the rates that were set. The rates were set between 
Dunbar and Mr. Nickell and Mr. Wolfe. We agreed to those rates 
because they said they were experimental and were on a temporary 
basis. 

Mr. Horrman. That was the impression I got. 

Mr. Breyer. And we were given assurances that they would be re- 
viewed in 90 days, and Mr. Dunbar’s letter indicates T heckled him to 
death over the rates, harassed him to pieces on this thing. That is as 

far as we went. 

Mr. Horrman. The result of your complaint was the cancellation of 
the contract ? 

Mr. Beyer. The result was that he changed some prices and finally 
Dunbar canceled out his contract. 

Mr. Horrman. And when the contract was signed, you had no 
information which would enable you to insist upon a cheaper rate? 

Mr. Bryer. That is what I testified to previously. 

Mr. Horrman. So what is the complaint? Assuming that some- 
body is to blame, who is to blame? You or Dunbar? As T get the 
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trend of the testimony, they want to blame both of you. I don’t care. 

Mr. Bryer. Sometimes I think I ought to kill myself. 

Mr. Horrman. When you get so many complaints? Yet all the 
time you are trying to do your very best. 

Mr. Beyer. I certainly am. 

Mr. Horrman. I wouldn’t commit suicide. 

Mr. Founrarin. I would like to ask you this question: In your 
opinion is the food-distribution plan in the State of Michigan as 
efficient as it is in the State of Illinois? 

Mr. Beyer. I believe so. 

Mr. Founrarn. And it is carried out at a substantially lower rate / 

Mr. Breyer. Yes, sir. 

Mr. Fountain. Would you be able to estimate the percentage of 
difference ? 

Mr. Bryer. No, I wouldn’t be able to estimate the percentage. The 
rates indicate a considerable difference. Also there must be a con- 
siderable saving in Detroit since they get their commodities direct, 
and also the institutions must be saving quite a little since they get 
their commodities direct. 

Mr. Horrman. Why did you agree to a different system of distribu- 
tion in Ilinois? 

Mr. Bryer. I think because we leave pretty much the system that 
a State uses to the State. Our requirement is that it is a system that 
insures regular distribution on a safe, sensible basis to the schools at 
a reasonable cost. If they give us that and good storage facilities—if 
we get that kind of assurance, we have no objection to the specific 
system they use. 

Mr. Horrman. And a representative from your office assisted 
preparing the statewide plan of operation / 

Mr. Beyer. Yes, sir. 

Mr. Horrman. I think that is all. 

Mr. Fountain. Gentlemen of the committee 

Mr. Horrman. Here is James who came in here. I want to ask him 
some questions. He has been sworn. 

What part did you have in making investigations and preparing 
information to advise Mr. Beyer about this contract ? 

Mr. James. On June 12 and 13, 1952, Mr. Beyer and I conferred 
with Mr. Nickell and Mr. Wolfe about the contract. 

Mr. Horrman. Where ? 

Mr. James. In the office of the State agency. At that time they 
showed us a sample copy of the contract which Shae V ities “l to exe- 
cute with Dunbar and, as Mr. Beyer’s testimony shows, we made a 
few suggestions regarding changes that we thought should be made 
in that contract. 

Then 2 weeks after that I went down to Springfield and spent 
days with Mr. Nickell and Mr. Wolfe and also Mr. Dunbar. 

Mr. Horrman. Whereabouts? 

Mr. James. Both in the State agency office and out to Dunbar’ 
office to look over his operations, his facilities, and so forth, and I 
endeavored to show those folks what we demanded in order to put 
this system into operation, such as the forms and the procedures, the 
records that must be maintained, the receipts, and so on and so forth. 
I actually set up the records of accountability. That was in June of 
1952. 
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I then went back again in August, and at that time I made what 
we call our first administrative analysis of those operations, and at 
that time I obtained the unit prices upon which they proposed to 
operate. I made that a part of my report, and if I may quote this, 
Mr. Chairman, I would like to make this statement. 

Mr. Fountatn. Go ahead. 

Mr. James. I made my report covering my analysis, and I wound 
up my report by making these statements: 

Objections of the area office to the plan of operation : 

The area office has two objections to the plan of operation. 

First, all commodities, regardless of the recipient agency for which 
they are intended, will be shipped directly to the 4—at that time 
he had 4 distributing points—mentioned warehouses, from which they 
will be delivered to the recipients. 

This includes those commodities which eventually will be directed 
to State institutions. In the past such institutions have received 
full- or split-car shipments directly to points of destination at no 
cost to the institutions. The plan as contemplated means that. the 
State institutions will be compelled to pay the charges as outlined 
above from the warehouses to the destination—the institutions. 

Objection No. 2: Many of the charges as outlined above appear to 
be out of line. We refer specifically to the contemplated charge of 
5 cents per pound on dry beans, $2.25 per case on shell eggs, $1.92 
per case on the 24 No. 2% packages of nonfat dry milk solids, and 
the prices on the No. 2 and No. 21% cans. 

That was in August of 1952. 

Mr. Houtrzman. Whom did you send that report to? 

Mr. James. Washington office. 

Mr. Hotrtevp. This was 90 days later than the beginning of the 
contract in June? 

Mr. James. This was 2 months after the contract started. 

Mr. Ho.trretp. Then within 60 days, you put in your first com- 
plaint ? 

Mr. James. Yes, sir. 

At that time I talked this all over with Mr. Wolfe and Mr. Wolfe 
further stated that the charge on the hundred-pound bag of beans 
would be reduced to 4 cents, and if beans were processed, the charge 
would be 5 cents; that the price on dried milk would definitely be re- 
duced to bring it in line; that. discussions would be had with the truck- 
ing concerns for the purpose of determining whether or not the prices 
on canned goods could be further reduced. 

The price on eggs, it appears, is not out of line, taking into con- 
sideration the fact that the in-and-out handling charge is approxi- 
mately 22 cents per case, plus 94 cents per hundredweight for truck- 
ing, plus $1.50 for shipment regardless of the number of cases. 

Mr. Horrman. Prior to the time the contract was signed then, you 
discussed the rates with whom and when and where? 

Mr. James. Prior to the contract being signed, we did not discuss 
the rates. 

Mr. Horrman. Didn’t you have a schedule of charges? 

Mr. James. No, sir. 

Mr. Horrman. You mean you signed a contract—— 

Mr. James. We didn’t sign the contract. 
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Mr. Horrman. Didn’t the State sign the contract with the Federal 
Government ? 

Mr. James. Yes; we have an agreement with the State agency. 

Mr. Horrman. Didn’t you have any knowledge of rates before you 
signed up with the State agnecy ? 

Mr. James. Our agreement with, the State agency has nothing to 
do with rates or charges. 

Mr. Horrman. Nothing at all? 

Mr. James. No, sir. 

Mr. Horrman. You didn’t know anything about it? 

Mr. JAmes. It has nothing to do with it. 

Mr. Horrman. Then the Federal agency signed an agreement with 
the State agency without knowing what the schools were to be 
charged? Am I right or not? 

Mr. James. Yes, sir. The Federal agency, our Department, signs 
an agreement with the State agency to act as a distributing agency 
within that State for the receipt and distribution of the commodities 
to eligible recipients. Our agreement outlines 11 or 12 provisions 
which the State agency must agree to before we execute such an 
agreement with the State agency. 

The method by which those commodities are received and dis- 
tributed within the State is the responsibility of that State agency 
to work out a plan of distribution oat receipt. 

Mr. Horrman. Shouldn’t that plan be approved by the Federal 
agency before you enter into the contract with the State? 

Mr. Fountarn. They said they consulted with State officials and ad- 
vised them. 

Mr. Hotrzman. Arn’t you saying in essence now that your original 
agreement with the State agency makes it a condition precedent that 
the State comply with the terms set forth in the contract? 

Mr. James. That is right, sir. 

Mr. Hotrzman. So you weren’t necessarily concerned with rates at 
that point ? 

Mr. James. No, sir. At that point we were concerned primarily 
with the idea of obtaining a distributing agency in the State of Illi- 
nois which could do the job. 

Mr. Horrman. Regardless of charges? 

Mr. James. I am not saying that. 

Mr. Horrman. I want to ask Mr. Beyer one thing more. 

Mr. Fountain. Did you finish, Mr, James? 

Mr. James. Yes. 

Mr. Horrman. The contract contained a provision that the State 
or Dunbar could cancel on a 30-day notice. Didn’t your contract with 
the State have the same provision / 

Mr. Bryer, Yes, sir. 

Mr. Horrman. You could have canceled any time you wanted to? 

Mr. Beyer. We could have canceled the State agency contract un- 
der the terms of the agreement. 

Mr. Horrman. You didn’t. 

Mr. Bryer. No, sir. 

Mr. HorrMan. You didn’t because you thought you were getting 
the best possible service ? 
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Mr. Bryer. We haven't yet canceled the State agreement. The 
State has canceled with Dunbar. The State contract is still in exist- 
ence. 

Mr. Horrman. If the agreement was bad with Dunbar and had this 
excessive profit of $800,000 to $900,000, why didn’t you cancel the 
State agreement ? 

Mr. Bryer. It wasn’t our contract. 

Mr. Horrman. They were permitting this so-called excess profit, 
according to your own agency, eight to nine hundred thousand dollars 
in the 2 years. Why didn't you cancel it 

Mr. Breyer. We haven’t yet canceled it. 

Mr. Founrary. The only way you could cancel Dunbar’s contract 
would be to cancel your contract with the State agency / 

Mr. Bryer. That is right. 

Mr. Fountarn. But the State agency had the authority to cancel 
the contract with Dunbar / 

Mr. Breyer. Yes. 

Mr. Horrman. Nobody canceled it and when they asked for a 
cheaper rate, Dunbar canceled it. 

Mr. Hourzman. Can we find out if your memory is good 4 

What facilities did you observe at Dunbar’s on this occasion by way 
of trucks, for instance? How many trucks, if you know, or you re- 
member ¢ 

Mr. Horrman. Which visit are you talking about / 

Mr. Horrzman. Before the contract. 

Mr. James. At that time Dunbar was in the heavy-trucking busi- 
ness and, as I recall, he probably had about 5 or 6 light trucks or 
trailers, you might say, to perform his other hauling, other than 
heavy-duty trucking. 

Mr. Hourzman. Would you say he was a big operator at the time? 

Mr. James. From what I heard 

Mr. Horrzman. From what you were able to see for yourself. 

Mr. JAmes. From what I could see and what I heard, I would say 
he was a big operator in his business, 

Mr. Horrman. Financially responsible ? 

Mr. James. He must have been. 

Mr. Horrman. Didn’t you look into that? You didn’t care about 
that? That was Nickell’s business ? 

Mr. Fountain. Mr. Wells, the question we were concerned about 
this morning—distribution pending execution of a new contract- 
has probably been answered, because it has been brought to my atten- 
tion that the Illinois House today passed a bill to permit Governor 
Stratton to get State trucks out and deliver food to the schools. 

Mr. Hoirzman. Has counsel any record of the financial status of 
Dunbar just prior to the signing of the contract # 

Mr. Naveuton. I asked the ‘Library of Congress, to check the pub- 
lished records of Dun & Bradstreet on that point. They have credit 
reference books. 

They checked back as far as 1944. At that time Mr. Dunbar had 
an estimated net worth, according to Dun & Bradstreet, of five to ten 
thousand dollars. 

They checked again in 1948. At that time no rating appeared for a 
Dunbar Trucking | Service or for James W. Dunbar for a trucking busi- 
ness. There was a rating given for a restaurant and a filling station. 
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In 1951 Mr. Dunbar was again given a rating by Dun & Bradstreet 
of an estimated net worth of five to ten thousand dollars. 

In January 1952 Dun & Bradstreet again rated Mr. Dunbar or the 
Dunbar Trucking Service at an estimated net worth of five to ten 
thousand dollars. 

In July, I think, of 1952, after the signing of the contract, the rating 
was changed and no estimate of net worth was given, but he was given 
a rating of “XX,” which, as I understand it, indicates an estimated 
gross volume of seventy-five to one hundred thousand dollars annually. 
I believe this information is accurate. However it was read over the 
telephone and I have not had a chance to confirm it. 

Mr. Reuss. Mr. Beyer, are you aware of the fact that there was 
testimony before this subcommittee that Mr. Nickell has received 
political campaign contributions from the Dunbar organization ‘ 

Mr. Breyer. Yes; I understand there was $300 involved. 

Mr. Reuss. When did you first hear of such passing of money ? 

Mr. Bryer. I believe it was after Mr. Nickell came here to Wash- 
ington to testify. 

Mr. Reuss. In the last week, in other words ? 

Mr. Breyer. Yes; I believe so. I am sorry. Mr. Nickell did say 
when we were in his office that there was a véry small contribution, but 
he didn’t say how much or what kind. 

Mr. Reuss. When did Mr. Nickell first tell you of what he called a 
very small contribution ? 

Mr. Beyer. I believe that was at the time that we were discussing the 
survey, March 3. 

Mr. Reuss. That was the day the contract was canceled by Dunbar; 
Was it not ¢ 

Mr. Beyer. Yes. 

Mr. Reuss. Let me ask you this question: Did you know during the 
life of this contract that the Dunbar organization had passed money 
to Mr. Nickell? Had you known this, “would it have aroused your 
suspicions as to whether there was any arm’s-length dealing, as to 
whether perhaps the schoolchildren and the taxpayers were being put 
upon by reason of an exorbitant trucking and warehousing contract ? 

Mr. Breyer. Whether it would have any significance or not, I would 
have immediately reported that to the Washington office as a possible 
serious situation. 

Mr. Reuss. But since you did not have that information during the 
life of the contract, of course, there was nothing to report. 

Mr. Berver. That is right. 

Mr. Reuss. When you were negotiating with Mr. Nickell before 
the signing of this contract in June 1952, did he make any statements 
to you about having shopped around among other trucking compa- 
nies to see whether they would do the job for less? 

Mr. Bryer. As I previously testified, I think it was this morning, 
when I said I brought up the question of competitive considerations, 
und we were told that they had talked with other truckers and that 
the only interested trucker was Mr. Dunbar. 

Mr. Reuss. Who told you that? 

Mr. Bryrr. That was told by both Mr. Wolfe and Mr. Nickell. 

Mr. Reuss. Did he say how many other truckers they had interro- 
gated ¢ 

Mr. Breyer. No, sir; nor did he name them. 
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Mr. Reuss. Did you ask him how many ? 

Mr. Bryer. No, sir. 

Mr. Reuss. Did he say why they were not interested ? 

Mr. Bryer. I think there was quite a lot of discussion on the com- 
plexities of distribution to schools, timing, the necessity of deliver- 
ing at certain hours of the day. We discussed all those things, but I 
don’t know that that was specifically stated as the reason why the 
other truckers were not interested. He just said they wouldn’t be 
interested. 

Mr. Reuss. Thank you. 

I have a question for Mr. Wells. We discussed this morning the 
desirability of seeing that after April 1, the 30-day period after the 
cancellation of this contract, surplus commodities still be delivered to 
the Illinois schools as they are now being delivered, and there was 
some discussion about whether the Department of Agriculture should 
actually undertake delivery. 

Let me hasten to clarify the record that I do not think anybody on 
this committee—and certainly on the subcommittee and certainly not 
myself—is suggesting that the Department of Agriculture should 
undertake that delivery; however, this subcommittee is concerned 
that the deliveries be undertaken on time. 

I therefore ask you this question: It is possible, is it not, if you 
determine that Mr. Nickell and the State department of public in- 
struction are either not interested in or unable to adequately super- 
vise this matter of delivery of surplus commodities, it is possible for 
you to cancel out your contract with the State department of public 
instruction and make a new contract with a responsible Illinois 
agency, such as the governor; is it not? 

Mr. We tts. It might be, but it is a step I would hesitate to take, 
and it is one we would have to negotiate with the governor of the 
State. Our question there is not only our feelings, but whether the 
governor of the State has confidence in the superintendent of public 
instruction. I have not recommended that the agreement with the 
State be canceled. 

Mr. Reuss. Just one more question. Does it not occur to you that 
maybe Mr. Nickell would not be the soul of zealousness in getting 
lower bids from truckers, inasmuch as when he gets lower bids, they 
will make his original contract look rather bad ? 

Mr. Wetts. Our relation with Mr. Nickell, as I understand it, is 
very good. I understand he is an able and intelligent individual. 
T have a feeling that he will endeavor to arrive at a fair solution. 

Mr. Naueuton. The survey made by the Department shows that 
shipments were made to State institutions at a total cost of $14,708.77. 
That is a partial list of shipments to State institutions made during 
the month of November. If it had been possible to send these ship- 
ments by carload or less than carload lots direct to the institutions, 
there would have been no charge by Dunbar at all, no cost to the State 
of Illinois. 

Mr. Bryer. That is correct. 

Mr. Horrman. Then how would you get the stuff ? 

Mr. Beyer. The first part of your question was there would be no 

yayment to Dunbar and the answer there is that there wouldn’t be, 
but whether there would be any cost if the institutions didn’t have 


storage space themselves, they would have to store it. They would 
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have to withdraw it from the warehouse. They would store it for 
their current use. So there would be some cost, but it wouldn’t be a 
cost that they would pay to Dunbar. 

Mr. Horrman. They would have to pay it to somebody. Who is 
going to haul it, haul the food, for nothing ? 

Mr. Bryer. There would be a cost. You don’t know who would 
haul it. 

Mr. Navenron. If you could have shipped directly by rail, there 
would be no cost other than the freight handling; would there? 

Mr. Bryer. The charge would not have been made, but some of 
that $14,000 would have been used for storage and transportation 
which the institution might have had to engage in. They would have 
had to make their own delivery. 

Mr. Horrman. There would have been some charge for distributing. 
The public would have had to pay whether they did it by contract or 
used public conveyances or public service. 

Mr. Bryer. This is directly to the institution. 

Mr. Houirtetp. I have a copy here of a contract which I believe 
you signed, Mr. Beyer. Is that the contract you signed to the best of 
your knowledge’ 2 

Mr. Bryer. Yes, sir. 

Mr. Hourrtevp. I notice on item No. 5 that there is part of that 
requirement which is in an ordinary contract, but has been crossed 
out by typing. The original contract which you ordinarily use is to 
furnish adequate personnel and proper facilities to receive, handle, 
store, distribute, and in the case of institutions and school-lunch or 
child-feeding programs, to prepare and serve the commodities in 
accordance with instructions issued by the Department. 

You have stricken from that section all except the following: 

To furnish adequate personnel and proper facilities to receive, handle, store, 
and distribute commodities. 

Mr. Nickell has his initials out at the side. Why was it altered? 

Mr. Bryer. It was because they were not furnishing the facilities 
to receive and handle. What part is that? 

Mr. Ho.trtep. No. 5. 

Mr. Bryer. This is the same agreement we use with schools, so 
far as we are concerned, and since that section does not apply to the 
preparing and serving of commodities, the State agency wouldn't 
be doing that. It would be an individual school that would be doing 
that, and therefore Nickell crossed that out. 

Mr. Ho.iFtetp. By putting that out, you relieve them from the 
regulations of the Department of Agriculture i in relation to the con- 
tents of the meals, do you not? 

Mr. Bryer. That is a separate contract. 

Mr. Horirtevp. Then you have a separate contract in addition to 
this? 

Mr. Bryer. Yes, sir. This is only commodities. 

Mr. Horirrevp. That answers my questions. I saw they were both 
the same except that in one a provision was stricken out. 

Mr. Fountarn. I understand that in future operations you are in- 
sisting upon reasonable rates, the right of a Federal audit, and also 
competitive bidding. 

Mr. Wetts. No, Mr. Chairman. What we have always had as a 
standard is reasonable rates. We have a difference in judgment as to 
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what reasonable rates are. We thought we had the right of audit, 
and we will insist upon the right of audit. We have not felt that we 
have to insist upon competitive bidding. Rightly or wrongly, we 
have felt that as far as possible the responsibility aires in the State. 
As long as the program is run reasonably, and that includes some 
judgment as to reasonable costs, we have hesitated to interfere. 

In defense of Mr. Beyer and these other people here, it is a matter of 
my administrative policy at the present time to go as far as I can to let 
the State handle the problem and deal through persuasion rather than 
compulsion. 

Mr. Fountrarn. Mr. Nickell said they would submit it to competi- 
tive bidding. 

Mr. Weuts. Yes. We did not say in our letter, “You must submit 
to competitive bidding.” We said there must be adequate intention 
or notice of remedial action within 14 days from the time Mr. Beyer 
contacted him. 

Mr. Founrarn. Are there any other statements any of your repre- 
sentatives would like to make? 

Mr. Bryer. I would like to say I appreciate tremendously—this is 
my first experience in a committee of this sort, and I want to express 
my appreciation for the friendliness and the directness of the questions 
and the opportunity to appear here. 

I think it has been very enlightening to me, and I think I will 
benefit from it tremendously. 

Mr. Founrary. We want to thank all you gentlemen for coming 
here. You have been helpful and forthright in answering our ques- 
tions. 

Mr. Hotrzman. Mr. Wells made a statement that they intended to 


insist upon the right to audit the books. You mean as to costs? For 


my appreciation for the friendliness and the directness of the questions 

Mr. Wetts. We thought we had the right to audit. By books I do 
not mean the entire financial books of the company, but those books 
relevant to the carrying out of the contract, financial or cost records. 

Mr. Horrman. That would enable you to ascertain the methods and 
practices as well as the profits or losses that were incurred by any 
contractor who handled any part of this contract, wouldn’t it? If you 
insist on that, you are going to get into the same trouble that the 
Black committee got into years ago when they wanted to get informa- 
tion of that kind and competitors comeininel, 

If I am operating a very efficient and profitmaking trucking busi- 
ness and the rates I charge are no more than the average rate, I might 
have very serious objections to letting Mr. Holifield look at my books 
or letting a Federal official look at them, and then somebody else see 
the information. 

Mr. Fountarn. This is a Federal audit we are talking about. 

Mr. Hourzman. There is a point there, except that we cannot 
shroud it in mystery either. 

Mr. Houtrtevp. In order that this statement does not stand alone 
on the record, I want to say this: Your obligation in the Department 
of Agriculture is to follow Federal moneys and Federal commodities 
and see that they are distributed, and the money spent, and the com- 
modities are distributed according to the intent of Congress, and the 
intent of Congress certainly goes far enough to say that you can see 
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that reasonable charges for services rendered are made, and whatever 
auditing it takes to do that, you are within your rights to put in the 
contract, and if the companies do not want to accept that, they are 
under no compulsion to sign such a contract with the State. 

Mr. Horrman. Then you should require a contract like you have 
in the defense contracts for renegotiation. 

Mr. Wetts. This is not a contract we enter into. 

Mr. ore. We understand that. 

Mr. Weuts. I am the Administrator of the Agricultural Marketing 
Service. What I do is reviewed by the Solicitor and I do what my 
people tell me is practical. If this committee makes any recommen- 
dations, we shall give force to those. 

For the time being we have said that we will require access to the 
cost records of the concern. This does raise some very serious ques- 
tions because we try in our dealings with private business, and I have 
been Chief of the Bureau of Agricultural Economic for years where 
we have gotten reports on prices, we try to observe the integrity of our 
private reports, and things of that kind. 

We did refuse to individual C ongressmen and to various other peo- 
ple copies of this audit report; however, both I and the Secretary of 
Agriculture certainly want to cooperate with the Congress, and the 
only reason the Dunbar audit was made available was because we 
felt it was appropri late, an appropri: ate request trom a congressional 
committee having jurisdiction. 

Mr. Horrman. And you didn’t have an Executive order holding 
over from the Truman administration forbidding that disclosure? 

Mr. Founrarn. We appreciate your position, Mr. Wells. 

What is the preneare of the committee with respect to getting Mr. 
Dunbar and his books? 

Mr. Reuss. Might I suggest, Mr. Chairman, that he be invited if he 
wishes to appear here and if he wishes to quarrel in any way with the 
survey of Mr. Dashner, for example, he should have that opportunity, 
Whether the committee wishes to go further and subpena him 

Mr. Hotrrrerp. I suggest we might settle this matter in executive 
session. 

Mr. Horrman. I have expressed my views to the chairman. The 
only request I have is that no further hearings come during the recess 
of Congress. 

Mr. Founrary. I will cert tainly try to arrange that if I can, Mr. 
Hoffman. 

The subcommittee stands in recess. 

(The subcommittee adjourned at 5 p. m.) 
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(Investigation of Distribution Costs of Surplus Commodities 
Donated by the Department of Agriculture to Schools and 
Institutions in Illinois) 


WEDNESDAY, APRIL 20, 1955 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERGOVERNMENTAL RELATIONS, 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10:15 a. m., in room 356, 
Old House Office Building, Hon. L. H. Fountain (chairman of the 
subcommittee) presiding. 

Present: Representatives Fountain, Dawson, Holtzman, Reuss, 
Holifield, Jones, Hoffman, Krueger, Reece, and Knox. 

Also present : James R. } Naughton. 

Mr. Founratn. The subcommittee will come to order. 

Before we proceed with the reception of testimony and questioning 
of the witnesses, I have a statement to make for the benefit of the 
committee and also for the benefit of those who are here today. 

The purpose of our hearing today is to continue the Intergovern- 
mental Relations Subcommittee’s study of distribution costs of surplus 
commodities donated by the Department of Agriculture to schools and 

institutions. We are particularly concerned with distribution costs 
of commodities donated to schools and institutions in the State of 
[llinois. 

From June 1952 until a short time ago all commodities donated by 
the Department of Agriculture to schools and institutions in Illinois 
were distributed through Dunbar & Co. 

Dunbar & Co.’s status as exclusive distributor of these commodities 
was obtained through a contract between James W. Dunbar, presi- 
dent of Dunbar & Co., and Vernon L. Nickell, State superintendent of 
public instruction. Under the Dunbar-Nickell contract, Dunbar & 
Co., charged all schools and institutions throughout the State the 
same unit rate per pound for each commodity delivered regardless 
of the actual distance the commodity was hauled or the size of the 
shipment. 

After complaints and newspaper stories alleging that distribution 
charges under the Dunbar-Nickell contract were excessive, the Agri- 
culture Department sought to obtain information relative to these 
charges. 

After an Agriculture Department auditor had been refused access 
to the books of Dunbar & Co. ., the Department made a survey of 
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charges by other trucking and warehousing firms for similar services. 
In the opinion of the Department, this survey showed that on the 
basis of comparative rates and lacking any specific justification by 
Dunbar or the State, the rates being charged by Dunbar & Co. were 
excessive. 

On March 11, as a result of several public demands for an investiga- 
tion of the Dunbar-Nickell contract from sources apparently unaware 
that the Intergovernmental Relations Subcommittee was already 
studying the matter, I issued a statement concerning the progress of 
our investigation. 

In this statement I pointed out that the Agriculture Department 
had concluded that on the 94 shipments covered in their survey, charges 
by Dunbar & Co. had been more than three times the amount for which 
similar services could have been obtained from others. On the basis 
of this survey, I estimated that, assuming their costs were in line 
with competitors, Dunbar & Co. might have made excessive profits 
equaling two-thirds of the gross income from commodity haulings. 

As I pointed out in a previous public hearing, this estimate was 
merely a projection based on a survey of a limited number of ship- 
ments by the Department of Agriculture. It was made only because 
Dunbar & Co. had refused access to the information necessary to 
obtain more accurate figures. 

The statement containing this estimate, incidentally, was cleared 
with other members of the subcommittee, both majority and minority, 
before being released. 

Mr. Dunbar and his associates are here today at their own request 
in order to present information to the subcommittee. On behalf of 
the subcommittee, I want to say that we appreciate, Mr. Dunbar, 
your coming here to give us information. Your appearance should 
be very helpful to the committee in its work. 

I want you to know that the committee will listen very carefully 
to what you have to say. We want you to have every opportunity 
to present any information which you feel we should have. 

For the benefit of our witnesses, I would like to state that the Inter- 
governmental Relations Subcommittee by delegation of its parent 
bod , the Committee on Government Operations, has the duty of 
stuc ying the operation of Government activities at all levels with a 
view to determining its economy and efficiency. 

The subcommittee also has been given responsibility for studying 
activities of the Department of Agriculture, including the schoo! 
lunch program. In order to carry out its responsibility ‘for bri inging 
about greater economy and efficiency in the school-lunch program, the 
subcommittee must obtain full information on the program so that 
it might have the facts on which to base recommendations for im- 
provement in the future. 

Our hearing today is necessary to obtain this information. 

I want to make it clear that this committee, so far as I know, has 
no objection to Dunbar & Co. or any other commercial firm making ® 
reasonable profit. No one expects ‘Dunbar & Co. to donate its serv- 
ices to the Government. 

The subcommittee is interested, however, in determining whether 

rates charged by Dunbar & Co. were excessive as compared to the 
amount for which similar services could have been obtained from some- 

one else. We are interested in finding out whether proper care was 
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exercised by those in charge of the school-lunch program in negotiat- 
ing and supervising the Dunbar-Nickell contract. 

In addition, during the fiscal year 1953, nearly $2,500,000 in cash 
payments’ from Federal funds were granted to Illinois under the 
school-lunch program. These Federal funds could be used by local 
school boards to pay cost of distributing food, including charges made 
by Dunbar & Co. The subcommittee has a responsibility to determine 
whether those Federal funds were used in accordance with the intent 
of Congress. 

At the conclusion of such statement as Mr. Dunbar and any other 
witnesses present may care to make, the members of the committee will 
have some questions to ask regarding the operations of Dunbar & Co. 
We are reluctant to go into operations of a commercial firm, but in 
this case we have no other choice. 

It is our responsibility to study the distribution of donated com- 
modities and, since Dunbar & Co., as an agent for the State of Illinois, 
has charge of all such distribution in Illinois, we can obtain necessary 
information about distribution costs only by examining operations of 
Dunbar & Co. 

Since the books and records of Dunbar & Co. are not kept in a 
manner which separates the commodity operation of Dunbar & Co. 
from its other activities, it may be necessary to inquire into such 
other activities in order to obtain a clear picture of the commodity 
operations. 

I want to assure you, Mr. Dunbar, that the subcommittee has no 
desire to embarrass you or to inconvenience you. We hope you will 
feel as at ease as possible under the circumstances. I am sure that 
any questions which are asked by members of the committee or by 
counsel will be motivated solely by the desire of the members of the 
subcommittee to carry out the duties and responsibilities which have 
been delegated to the subcommittee. 

I would like for the reporter to note that a quorum is present, con- 
sisting of Mr. Hoffman, Mr. Reece, Mr. Knox, Mr. Krueger, Mr. 
Holtzman, Mr. Reuss, Mr. Holifield and the chairman. 

There has been some correspondence with Mr. Dunbar regarding 
this appearance here and rather than take the time to read it, if there 
is no objection on the part of the members of the committee, we will 
just insert it in the record at this point. ) 

Is there any objection? It is a series of communications leading 
up to his appearance here. 

(The matter referred to is as follows:) 

Copies of communications between Representative L. H. Fountain, chairman, 


Intergovernmental Relations Subcommittee, and James W. Dunbar, president, 
Dunbar & Co., Springfield, Il., follow: 


SPRINGFIELD, ILu., March 24, 1955. 
Hon. L. H. FouNnTvAIN, 
Chairman, Intergovernmental Relations Subcommittee, 
House Office Building, Washington, D.C.: 

Pursuant to your request conveyed by Hon. Vernon L. Nickell that I grant 
your subcommittee opportunity to view my books. I am glad to do so subject to 
completion of audit now being made by certified public accountants. This 
should be available in 10 days. I shall be glad to appear before your committee 
if you desire me to do so. 


JAMES W. DuNBAR. 
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WASHINGTON, D. C., March 25, 1955. 
Mr. JAMES W. DUNBAR, 
President, Dunbar € Co., 
Springfield, Il.: é 
Appreciate your telegram of March 24, indicating willingness to appear before 
subcommittee and to allow auditors designated by subcommittee to examine 
your books. Will contact you further in near future. 
L. H. Fountain, 
Chairman, Intergovernmental Relations Subcommittee. 


WASHINGTON, D. C., March 28, 1955. 
Mr. JAMES W. DUNBAR, 
President, Dunbar € Co., 
Springfield, Ill.: 

Congressional recess begins April 1 and continues until after Easter. In 
light of earlier testimony, subcommittee wishes to offer you opportunity to 
appear in public session prior to recess with books and records to give your 
side of story. Prefer to have you on Thursday, March 31, at 10 a. m., but 
ean schedule hearing for Wednesday, March 30, if necessary. Because of 
necessity for scheduling hearing, please wire collect by 4 p. m., eastern standard 
time, whether you wish opportunity to appear at this time. 

L. H. FountTAIN, 
Chairman, Intergovernmental Relations Subcommittee. 


SPRINGFIELD, Itu., March 28, 1955. 
L. H. FounralIn, 
Member of Congress, Chairman, Intergovernmental Relations 
Subcommittee, House Office Building, 
Washington, D.C.: 


Your wire received by me personally at 2:40 our time this afternoon. Most 
earnestly desire to appear before your committee. I appreciate the opportunity 
to present my side of the story to your committee. It is utterly impossible for 
me to appear this week for the following reasons. There are approximately 
850,000 pounds of additional commodities which require my personal attention 
and supervision for satisfactory distribution to schools, institutions, and welfares 
to prevent emergency from food shortage after April 3. It is utterly impossible 
for me to get the books and records because they are in the hands of independent 
certified public accountants who are bringing records up to date and whose 
findings I am sure will refute the charges that have been made against the 
company and me. I do want to appear before your committee because I do 
believe when you hear my testimony and see my books and records your com- 
mittee will then realize that these charges are without foundation. I most 
respectfully request the opportunity to appear before your committee at any 
time that may suit your convenience after the Easter recess. 

Respectfully yours, 
James W, DunBaAR. 


Marcu 28, 1955. 
Mr. JAMES W. DUNBAR, 
DunNBAR & CO., 
Springfield, I. 

Dear Mr. DuNBAR: I appreciate your offer to appear before the subcommittee 
and to allow auditors designated by the subcommittee to examine your books. 

As you know, Congress will recess on April 1 until after Easter. According to 
press reports, I understand that you have been directed to bring your books and 
records before the Sangamon County Grand Jury on April 7, after which an 
audit will be made which is expected to take about a month. 

The subcommittee has no desire to interfere with this action on the part of 
local authorities. It cannot, however, suspend its own investigation until May 
without seriously delaying other important work of the subcommittee. There- 
fore, it is essential that the subcommittee obtain further information before 
submission of your books and records to the grand jury on April 7. Since 
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Congress will recess on April 1, the subcommittee must obtain this information 
prior to that date. 

I have asked the General Accounting Office to send the bearers of this letter, 
Mr. Archie B. Jones and Mr. Samuel Willner, to Springfield to obtain preliminary 
information for the subeommittee. I would appreciate it if you would cooperate 
with them by making available such books and records as they need to obtain 
necessary information for the subcommittee. If you will give your full coopera- 
tion to Mr. Jones and Mr, Willner, it may be possible to avoid the necessity of an 
audit by the subcommittee at a later date. 

With your cooperation, Mr. Jones and Mr. Willner should be able to obtain 
the information the subcommittee needs within 2 or 3 days. I am confident 
that their work will not interfere with the CPA audit you mentioned, particu- 
larly since Mr. Nickell told us your audit was sufficiently advanced by March 16 
to enable the auditors to give him figures on net profit. 

In the event that you desire to testify before the Easter recess, Mr. Jones and 
Mr. Willner will obtain preliminary information for the subcommittee and 
advise you as to what books and records you should bring to Washington with 
you. 

I want to assure you that the subcommittee has no desire to be unfair to you 
or any other individual or to cause any unnecessary inconvenience. 

Our purpose is to obtain the information necessary to enable the subcommittee 
to determine whether the intent of Congress with respect to distribution of do- 
nated commodities has been carried out, and to determine what corrective 
measures, if any, should be recommended. Your full cooperation with Mr. 
Jones and Mr. Willner will be most helpful to the subcommittee in achieving 
this objective. 

Sincerely, 
L. H. FountTaAIn, 
Chairman, Intergovernmental Relations Subcommittee. 


APRIL 13, 1955. 
Mr. JAMES W. DUNBAR, 


President, Dunbar € Co., 
Springfield, Ill. 

Deak Mz. DunBaB: I have been advised by Mr. Naughton, counsel for the sub- 
committee, that you and your accountant, Mr. Schussele, wish to appear before 
the subcommittee prior to Saturday, April 23, if possible. 

I cannot promise at this time that arrangements can be completed for your 
appearance before the 23d, but I can assure you that we will make every effort 
to do so. I expect to be able to notify you definitely late Friday. In the mean- 
time, I suggest that you make plans to be able to be in Washington on Wednes- 
day or Thursday of next week if the subcommittee is able to arrange a hearing 
that soon. 

Sincerely, 
L. H. FountvAIN, 
Chairman, Intergovernmental Relations Subcommittee. 


WASHINGTON, D.C., April 15, 1955. 
Mr. JAMES W. DUNBAR, 
President, Dunbar € Co., Springfield, Til. 


Have scheduled hearing for Wednesday, April 20, at 10 a. m., letter follows. 


L. H. FountvaIn, 
Chairman, Intergovernmental Relations Subcommittee. 


APRIL 15, 1955. 
Mr. JAMES W. DUNBAR, 
President, Dunbar & Co., Springfield, I. 


DEAR Mr. DuNBAR: I have been advised by Mr. Naughton that Mr. Halbert 
Schussele, your accountant, expects to accompany you in your appearance be- 
fore the Intergovernmental Relations Subcommittee. Mr. Naughton further 
advised that, since Mr. Schussele plans to be married on April 23 and you have 
2 convention scheduled for early May, you both wished to appear prior to those 
dates. Accordingly, I have scheduled a public hearing of the Intergovernmental 
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Relations Subcommittee at 10 a. m., Wednesday, April 20 in room 1501, New 
House Office Building. 

I know you share the subcommittee’s desire to avoid any necessity for your 
reappearance at a later date. In order to help accomplish this objective, would 
you please bring with you the books, records, checks, and vouchers described 
on the attached sheet. In addition, I would suggest that you bring such other 
documentary material as you may need to refresh your recollection regarding 
details of your operations, particularly payrolls, general and administrative, 
sundry, advertising, promotion, travel, and entertainment expenditures. 

To further aid the subcommittee in obtaining all necessary information at 
the present hearing, it might be advisable for Joe A. Dunbar to be present also 
in the event that questions arise which should be directed to him. 

In the event that you have any questions regarding details of your appearance 
before the subcommittee please contact me. 

Sincerely, 
L. H. FountvaAIN, 
Chairman, Intergovernmental Relations Subcommittee. 


1. The book or books containing cash receipts and disbursements and check 
ledgers covering the period from January 1, 1952, through March 31, 1955, 
together with all other records contained in such book or books. 

2. Check No. 3855 dated April 20, 1954, to F. O. Washam, special account. 

3. All canceled checks for bonus payments to officers and employees. 

4. Copy of agreement entered into by James W. and Joe A. Dunbar on Janu- 
ary 2, 1953 (either original or photostatic copy). 

All canceled checks and vouchers relating to the following: 

(a) Any and all expenditures for charter of airplanes from June 30, 
1952, to the present date. 

(b) All expenditures for legal and accounting services during the period 
from January 1, 1952, to date, including particularly all payments to Ralph 
Turnbull Co., Grover C. Hoff, R. G. Phillips, Ensel, Martin & Jones, and 
Murphey and Nash and Jones. 

(c) All expenditures in excess of $50 for advertising and promotion from 
July 1, 1954, to date, including particularly all such expenditures for radio, 
TV, or newspaper advertising and for advertising specialties and signs. 

(d) Payments to Lucia Distributing Co. 

(e) Payments to Quarterback Club. 

(f) Payments to H. C. Christians Co. 

(7g) Payments to Prehn Co., Inc. 

(h) Canceled check for withdrawal of $11,500 from Dunbar & Co. by 
Joe A. Dunbar. 

6. The following canceled checks and supporting vouchers : 


| 











Check No. Date Le Payee Amount 

2504... | June 29,1953 | Chicago Travel Service. _-........--..----- $555. 90 
2033... | July 2,1953 | Illinois State Fair __- : eae 361. 20 
2578... | July 9,1953 | Steele Gin Co___...._-.- , 1, 542. 62 
2585 | June 30,1953 | H. C. Christians. __- ; wat 1, 261. 09 
2601... ...---| July 14,1953 | Grady Anderson. ---....-- . 1, 400. 00 
2647 _. do. Hotel Sherman... ‘ 336. 05 
4153_- | June 23,1954 | Scherf Boiler Co - askmddcbdewabanteas 1, 051. 14 
4158__. | June 25, 1954 | Illinois Central R. R..-...-.-.-------- 290. 14 
4164__._. er » 1954 | Illinois State Fair- at i . at 318. 00 
4173__... I, 2d. cing ondbhsckdareigudsodapnsé 217. 29 
3993 _. | Ms 7 “30, 1954 | Park Dearborn Hotel- - - -- 200. 00 
4452___. | Aug. 26, 1954 Gare se : 150. 00 
4455... |-~ do Ptukuce as . 770. 40 
@0i5.......... ....| Sept. 30, 1954 ace. Distributing ( OOsc.:. 5, a 360. 00 
4779. | Oct. 30, 1954 do. nas 437. 50 
4780_...- do ieee aacanichtae ; ieee 50. 00 
4942..... | Dec. 3, 1954 |.....do.- er ; 616. 33 
4073... | June 5, 1954 ..do 5 oes see ; fdtenet ea cbs 216. 00 
cies | Feb, 28, 1955 do. plies magl> alo anendlcay . : : 272. 50 
acide | July 10, 1954 Capitol Aviation.__- oa ‘ ; 68. 00 
5012. | Dee. 24,1954 | Tip-Top Package Store. ____-- ptedaad 128. 85 
SE deh ce diin things iiinlabeinnren nae ote 503. 00 

Vs eee te ee ee PEE oN 


Sete kccnntiiene Dec. 23, 1954 


Note.—Some of the checks and vouchers requested above are also included in general requests previously 
mentioned. 
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APRIL 16, 1955. 
Mr. JAMES W. DUNBAR, 
President, Dunbar & Co., 
Springfield, Iu. 

DEAR Mr. DUNBAR: Congressman Fountain has asked me to send to you the 
attached copy of paragraph 25 of rule 11 of the House of Representatives, to- 
gether with a copy of the Rules of the Committee on Government Operations, 
which is also attached. 

In the event that you wish to submit a prepared statement prior to your 
testimony, would you please furnish twenty additional copies, if possible, for 
the subcommittee. 

Sincerely, 
JAMES R. NAUGHTON, 
Counsel, Intergovernmental Relations Subcommittee. 

Mr. Reece. May I make one statement, that the chairman very 
kindly stated that he w: anted Mr. Dunbar to feel as easy as — 
under the circumstances in his appearing before the committee. I do 
not presume the chairman intended to infer that the circumstances 
would occasion him to feel otherwise. He is here on his own volition, 
as I understand, to make a presentation to the committee, and I also 
assume that the minds of the committee are open so that there is no 
reason why Mr. Dunbar or any other witness should not feel perfectly 
at ease under wholly receptive circumstances. 

Mr. Fountarn. Mr. Reece, I might say I probably could have used 
different. words, but I used those particular words because quite a bit 
of publicity has been given to this subject matter. 

Mr. Reece. Yes. 

Mr. Founrain. I can appreciate the fact that Mr. Dunbar, having 
read so much in the newspapers about his operations, and coming 
before a congréssional committee for the first time and having re ead 
in the newspapers about some congressional committees, might not 
feel at ease. I therefore want him to be assured that this committee 
is going to treat him in all fairness. 

Mr. Reece. Right. Iam sure that was the case. 

Mr. Horrman. I have one statement, Mr. Chairman. The chair- 
man in reading his statement said that the press release had been 
cleared with both the minority and majority members of the sub- 
committee. I received a copy of the press release, but I made no com- 
ment on it in the sense of either approving or disapproving. I took 
no action. It was never cleared with me. I understood it was re- 
leased prior to being sent to me. 

Mr. Fountain. Mr. Hoffman, every member of the committee who 
could be contacted was. There may have been 1 or 2 out of town, I 
am not sure. 

[ might say at this point that the press release, with a few deletions, 
was substantially the résumé of this proposition which we had pre- 
pared previously for the members of the committee so that they might 
know what this matter was about. 

Mr. Dunbar, I wonder if you would identify those who are present 
with you at this time. I would like for each of the parties who are to 
pi ticipate i in this hearing to be sworn. 

Will you just identify those who are with you ? 

Mr. Dunpar. Mr. Schussele, certified public accountant ; Mr. Grover 

’. Hoff, attorney; Mr. Garrett Phillips, attorney; and Mr. Nathan 
v oloshen, counselor; Mr. A. R. Heinemann, rate expert; and William 
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B. Petty, certified public accountant from an independent auditing 
company. 

Mr. Founrarn. Thank you. Are you interested in any of these 
gentlemen testifying other than yourself? 


Mr. Dunpar. Yes; I am, sir. 
Mr. Fountain. Who would you like heard in addition to yourself? 


Mr. Dunpar. Mr. Petty, Mr. Heinemann, and Mr. Schussele. 

Mr. Founratn. I think it might be appropriate at this time, in the 
interest of time, to have all of you gentlemen raise your right hand 
and be sworn. 

Do you swear that the testimony you are about to give to this sub- 
committee will be the truth, the whole truth, and nothing but the 
truth, so help you God? 

Mr. Scuussexe. I do. 

Mr. Perry. I do. 

Mr. Hetrnemann. I do. 

Mr. Dunpar. I do. 

Mr. Horrman. Mr. Chairman, does that include the auditor? Is 
the auditor here? 

Mr. Fountarn. Yes. 

Mr. Hotirrerp. Mr. Chairman, let the record show the names of 
those sworn. Will you please repeat them ? 

Mr. Founrary. All right. Let the record show that James W. 
Dunbar, Halbert A. Schussele, A. R. Heinemann, and William B. 
Petty were all sworn. 

Mr. Dunbar, I believe you have a prepared statement which you 
would like to make preliminary to any examination ? 

Mr. Dunpar. Yes, sir. 

Mr. Founrarn. You may go right ahead and read that statement 


if you like. 


TESTIMONY OF JAMES W. DUNBAR, SPRINGFIELD, ILL.; ACCOM- 
PANIED BY HALBERT A. SCHUSSELE, CERTIFIED PUBLIC AC- 
COUNTANT; A. R. HEINEMANN, RATE EXPERT; AND WILLIAM 
B. PETTY, CERTIFIED PUBLIC ACCOUNTANT 


Mr. Dunpar. My name is James W. Dunbar, a resident of Spring- 
field, Ill. Iam 46 years of age and have resided in central [linois all 
of my life, and have always enjoyed an excellent reputation. I am 
presently serving my third term as probate clerk of Sangamon 
County. 

I am president of Dunbar & Co., and I have been in the trucking 
business since 1929. From a modest beginning I have built my truck- 
ing and warehouse operation until on June 13, 1952, the date that I 
signed the contract in question, my net worth was in excess of $150,000. 

From the date of this contract until the present time, Dunbar & Co. 
has been owned, entirely by myself, my nephew, Joe A. Dunbar, and 
my son, James W. Dunbar, Jr. No one outside of my family has any 
interest, financial, or otherwise, in this business. 

In the early part of 1952, I had a conference with Mr. Wolfe, of the 
superintendent of public instruction’s office, after I had heard that the 
United States Department of Agriculture was not too well pleased 
with the manner in which the Illinois Public Aid Commission was 
handling Government-donated commodities. 
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Thereafter, early in April 1952, I went to the State of Michigan 
where I made a survey of their icnmneill y distribution system to assist 
in planning a program for the State of Illinois. Upon my return, I 
spent considerable time and money in checking the av allability of 
warehouse space in Illinois, and talking to my accountants and repre- 
sentatives of Burroughs Corp. concerning the administrative pro- 

cedure to handle the distribution of Government-donated commodities. 

I knew before requesting a conference with Mr. Nickell that I would 
have to have a system of some kind worked out to prevent misuse, spoil- 

age, and deterioration of these Government-donated commodities; and 
also to provide proper facilities and arrangements for the : acceptance 
and distribution of such commodities; to provide adequate personnel, 
storage facilities, equal distribution, utilization, and strict. account- 
ability of these commodities. After formulating a general plan of 
operation I contacted Mr. Vernon L. Nickell, super rintendent of public 
instruction, and advised him that I had a workable plan to distribute 
Government-donated commodities to schools and institutions in the 
State of Illinois. 

Mr. Nickell said that whoever distributed commodities would have 
to i that there would be no partiality shown to any race, 
creed, or color in any school, regardless of size or location. There were 
many schools which had never received any commodities in the past. 
He had stated many times that the health ‘of the children of Ilhnois 
was the most important thing inthe whole plan. I assured Mr. Nickell 
that if the contract was granted to me that the system I had worked out 
was on such an equitable basis that every school, charitable institution, 
child-care center, and summer camp, et cetera, would receive the same 
treatment, and we would accept complete responsibility. 

Other than trucking and warehouse knowledge, which I have gained 
from over 20 years of ¢ experience, I had no spec ific knowledge or “infor- 
mation concerning Government-donated commodities and, of necessity, 
relied on the suggestions and assistance furnished by representatives of 
the Department of Agriculture and the State agency. Both the agree- 
ment between the State agency and the Government and my contract 
with the State agency were e drawn up at the suggestion of the represent- 
atives of the United States Department of Agriculture who alone had 
specific knowledge and experience in this field. I was not represented 
by an attorney dur ing these conferences, or the drawing of the contract, 
but relied on the State and Government representatives entirely. 

It must also be remembered that representatives of the United States 
Department of Agriculture not only had knowledge of these contracts 
and their contents, as they assisted in drawing up the contract, but also 
approved them together with attached rate se chedule and State plan of 
operation. (See_ exhibit 1.) (The material referred to appears 
previously on p. 73.) 

In arriving at a statewide system acceptable to Mr. Nickell, it was 
necessary that Dunbar & Co. furnish a complete service, including 
receipt of commodities, warehousing, allocation, delivery, and collec- 
tion. (Seeexhibit 1.) I believe that Illinois is the only State which 
furnishes a complete specialized service through a commercial outlet. 
[t should always be kept in mind that transportation was only one of 
the many services performed by Dunbar & Co. in connection with this 
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contract, and that this contract was subject to risks contained in an 
unlimited processing clause and also subject to cancellation at any time 
by 30 days’ written notice and that the State agency could cancel my 
contract immediately upon receipt of evidence that any of the terms 
and conditions thereof had not been fully complied with by the com- 
mercial outlet. 

In this regard, I would like to point out that neither the State 
agency nor the Department of Agriculture ever intimated that they 
might be thinking of canceling this contract. The relations between 
Dunbar & Co., the State agency and the Department of Agriculture 
were excellent until December of 1954, at which time a series of deroga- 
tory articles concerning the program began appearing in a Chicago 
newspaper. As evidence of our harmonious relations and the satis- 
faction of both the State and Federal agencies in the operation of our 
plan, I would like to call to the attention of this committee statements 
made by the Department of Agriculture officials concerning my plan 
of operation wherein they stated that our program was— 


one of the best, if not the best in the United States for service and accountability 
and that— 

Dunbar & Co. have rendered excellent service— 

and— 


that they, the Department of Agriculture, had never received any complaints 
about the service but in all fairness they would like to state that they had 
received many complimentary letters about the plan of operation. 

Mr. Fountarn. Just a minute, Mr. Dunbar. 

Mr. Horrman. I would like very much to interrupt. I think that 
is several times that he testified to these exhibits. May it be under- 
stood that the exhibits are included in the record? He just said “the 
exhibits.” 

Mr. Founratn. He has a number of exhibits here. 

Mr. Dunrar. We have copies of those exhibits. 

Mr. Fountain. He has a number of exhibits here including the 
State plan of operation. 

Mr. Horrman. It is just a matter of procedure. I just wanted to 
put it in. 

Mr. Fountatn. If there is no objection we will have that under- 
standing—except with respect to those things which are already in the 
record, such as the State plan of operation—just in the interest of 
economy and to avoid repeating it again. 

Mr. Horrman. But, as I understand it, these exhibits to which 
he referred, which are not already in the record, will be received at 
the proper place in the—— 

Mr. Founrarn. Any objection? It is so ordered. 

Go right ahead, Mr. Dunbar. 

Mr. Dunzar. With reference to a report of survey, made by the 
Program Appraisal and Audit Division of the United States De- 
partment of Agriculture, dated Feberuary 25, 1955, I would like to 
make the following observations: 

1. The month of November 1954, which was used as a basis for the 
survey was an unusual rather than an average month and, there- 
fore, caused the computations arrived at in the survey to be misleading. 
(See exhibit 2.) 
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DUNBAR ExnHrsitT 2 


Hauling and warehousing of donated surplus commodities 


Number of 


: Difference 
“os nber | ! 
eligible Number 


of stops Gross Net in gross | 

















receipts and net 
1952 | 
October. i ; 366, 614 1,614 612, 512 578, 665 $25, 792. 79 
November ve 407, 587 1, 833 1, 982, 539 | 1, 738, 657 37, 970. 00 
Deesneeers 5 ou.5. 414, 108 | 1, 898 | 1, 716, 405 1, 552, 855 65, 564. 12 
Fiscal year___- 1, 188, 309 4,311, 456 3, 870, 177 441, 279 129, 326. 91 
1953 
January - - 501,562 | 2,100} 2,729,880 2, 535, 666 |__ | 102,380.16 
February - 4 450, 138 2, 093 1, 288, 843 | 1, 177, 400 53, 597.3 
MN ccttuntnanes 458, 766 2, 061 471, 219 | 446, 396 20, 703. 65 
April--.- 459, 655 | 1, 823 | 417, 640 | 402, 187 19, 895. 82 
May... 458, 646 1, 790 522, 903 | 498, 612 25, 007. 92 
June. 190, 406 245 407, 478 381, 304 16, 600. 62 
(School year). -- ee wbict | (10, 149, 419) (9, 311, 742) (837,677)| (367, 512. 43 
July 75, 767 192 309, 582 | 291, 172 13, 362. 89 
August- ---- ze ‘ 0 | (4) (1) a (1) 
September-- ; 432,175 | 1, 758 921, 873 42, 905. 71 
October... . 462, 076 | 1, 959 | 1, 621, 403 53, 094. 20 
November---- ae atl 458, 835 | 1, 890 | 2, 243, 144 76, 241. 38 
December - - ---- : 461, 032 | 1, 987 | 1, 814, 321 | 69, 963. 45 
Fiscal year__..- 4, 409, 058 17, 898 12, 333, 448 1, 451, 506 493, 743. 15 
1954 | 
TENG 5 woah aes 461, 282 2, 009 3, 534, 725 | 99, 124. 83 
PORE OIEG 6 6sie<- cence 463, 217 2, 040 2, 103, 041 . 58, 859. 18 
Dorian itedteen 463, 743 1, 953 2, 533, 633 | 70, 476. 80 
Ree einai olctaaee 464, 653 1, 957 1, 449, 731 | 44, 152. 28 
May nde 171, 835 2, 009 3, 664, 610 19,3 } 
June stent 74, 871 192 652, 889 19, 948. 10 
(School year) -..-..-.-- ipaicbsiedias dappled odird venient) ee 2, 331, 293 (607, 549. 73 
FU; tein anecatine 78, 053 | OO ice aie Mi ae | 20, 742. 14 
NOMS oss oi s52 78, 053 | 202 | 1,572,087 | ‘1,429,351 |_._..____. _| 26, 166. 6 
September......--..- 495, 922 2. oe eo?) oe eS 57, 098. 9 
Octet... 509,177 | 2,112 2. 589, 738 | | 70, 866. 66 
November_-....- oo 525, 298 | 2, 103 | 3,411,591 | 3, 134, 367 |_---- wen 95, 817. 77 
December. ..........- 514, 251 | 2,118 | 1, 764, 480 | ee 46, 899. 48 
Fiscal year-.-.-- 4, 600, 355 19,020 | 25, 232, 169 (2, 485, 395) 669, 483. 75 
1956 | | | 
TRIE, oe ti Sacen | 502, 231 | 2, 162 | 1, 492, 871 TR Ratwdtmsnemace ‘ 40, 063. 84 
FORD ids nth vensae 517, 676 | 2, 203 | 1, 256, 343 | DOTS acictkneniccwel 39, 311. 09 
UE dsc cedacea 1, 019, 907 | 4,365 | (2,749, 214) (2, 476, 846) | (272, 368 (79, 374. 93 
Grand total to 
Ee AS) SEE eee ee CE hee 46, 077, 793 41, 427, 245 | 4,650, 548 | 1, 371,928.74 


! No delivery made. 


2. The 414 percent of schools and institutions selected in the survey 
did not give a fair rate of profit when compared with 100 percent of 
the deliveries made in the month of November. (See exhibit 4.) 

(The material referred to appears in the appendix as Exhibit 11, 
p. 507.) 

3. The 51 schools and 13 institutions selected were not an average 
cross-section of deliveries and resulted in an unrealistic conclusion. 
For example: The 64 schools and institutions selected in the survey 
produced an average revenue, per delivery, or stop, of $283.53, whereas 
the average revenue per delivery, for the entire 29-month period to 
all schools and institutions was only $25.89, showing that the selection 
of schools and institutions as projected tended to distort the amount of 
profit in a grossly unfair manner. To further point out the unfair- 
ness of the survey the 13 deliveries to institutions selected totaled 
$14,708.77 out of a total amount of $18,146.77 for the 64 schools and 
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institutions selected in the survey, which obviously caused the compu- 
tations to be misleading when compared to the entire number of re 
eries for the month of November, which was over 2,100. 

4. With reference to schedule G of the survey, which admittedly was 
not based on facts but on estimates, my accountants find such obvious 
errors as: inventory of office equipment listed in the amount of 
$2,688.50, whereas in fact the satel inventory was $8,200; the tele- 
phone bill for the year was estimated as $600, whereas in fact the tele- 
phone bill for the year 1954 was $4,500; the survey shows estimated 
salaries of $18,000, whereas the amount was approximately $52,000; 
schedule G failed to include any expenses whatsoever for the Chicago 
office, including office equipment, personnel, telephone, stamps and 
office supplies. 

5. I am advised by tariff and rate experts that the tariffs and rates 
used in computing transportation costs in the survey were improper, 
inasmuch as there is no tariff listed with the Illinois Commerce Com- 
mission covering the many specialized services included in the state- 
wide plan of operation. Exhibit 4 is in regard to rates, which is a very 
technical matter. Mr. Heinemann who prepared this exhibit is here 
today and if you desire will answer your questions concerning proper 
tariff rates for the services performed by Dunbar & Co. in connection 
with the distribution of Government-donated commodities. 

6. It is obvious that the computations used throughout the survey 
did not present the full and complete picture and ended with a conclu- 
sion that cannot be substantiated by the facts as shown by our audits 
or those made by Government agencies. 

All Government-donated commodities received by Dunbar & Co., in- 
cluding several cars shipped in by the Department of Agriculture at 
the last*minute, have been delivered before the expiration of my con- 
tract, and that every school and institution in the State of Illinois 
participating in this program has a sufficient quantity of certain com- 
modities to complete the present school term. 

My accountant and a representative of the independent auditing 
firm, as well as a tariff and rate expert are present, and will answer 
any questions you may wish to ask. I feel sure that when the commit- 
tee has the full and complete facts it will be satisfied that we have done 
everything possible to render adequate service to all of the recipients 
of foods contemplated by the contract. We have delivered over 46 
million pounds of commodities during 29 months. These were valued 
at more than $14 million. We have traveled more than 1,500,000 miles. 
We believe that our net profit of approximately 11 percent is not only 
reasonable, but we know these charges are usually made for similar 
services, 

After a Chicago newspaper, without any actual audit, claimed 
exorbitant profits in the handling of the Illinois school-lunch pro- 
gram, and, after the Government auditor called at my place of busi- 
ness in Springfield, and upon the suggestion of my attorney, we hired 
an auditing firm, Murphy, Nash & Jones, Decatur, Ill., to make a 
complete audit of our books. No member of this auditing firm was 
previously known to me. 

Dunbar & Co. has been accused of making an excess profit of $800,000 
to $900,000 in 27 months of operation. This statement is untrue and 
not substantiated by the facts. 
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Mr. William Petty, a partner of the firm of certified public account- 
ants who made the audit, is here at our expense and ready to testify 
that the independent audit shows that, for 29 months of operation, 
after taxes, the profit was $199,992.90. However, gentlemen, this 
alleged profit of less than $200,000 will be considerably reduced due to 
the following circumstances. 

As you know, I exercised the Dunbar & Co. option in canceling the 
contract. There is nothing that depreciates faster than trucks and 
truck equipment. We will be compelled, in order to realize anything 
from our investment in trucks, to sell specialized equipment at a loss. 
Furthermore, as I hope you gentlemen can readily understand, our 
attendance at hearings such as this, the employment of attorneys, 
accountants, and tariff experts, traveling expenses and the interrup- 
tion of our business will amount to considerable sum of money. This 
will have to be taken into consideration and the present paper profit 
will be greatly reduced. 

In handling over $14 million worth of Government commodities, 
many of which were perishable, we actually had less than a $1,000 loss 
in shortages and damages, and delivered this amount of commodities 
at a cost to the schools and institutions of only 1.4 percent of the total 
value of the commodities distributed. 

You have been very courteous in bearing with me throughout this 
statement. In what I have said concerning this contract, I have not 
in any way attempted to seek your indulgence, but have simply tried 
to bring the facts to your attention. 

Thank you for your consideration. 

Mr. Fountain. Thank you, Mr. Dunbar. 

At this point I would like to say, if there are any Members of Con- 
eress who are present, we would be delighted to have them come up 
and sit with us here. And, if there is no objection on the part of the 
committee, as has been our previous policy, if any other Member of 
Congress who is not on the committee desires to ask a question, he will 
be permitted to do so. 

Mr. Dunbar, before proceeding with the questions which members 
of the subcommittee may have, in a letter which I wrote to you last 
week, I asked you to bring with you certain books, canceled checks 
and vouchers. Do you have that material with you? 

Mr. Dunpar. We have what we could bring. My auditor here has 
that folder and the checks and vouchers. 

Mr. Fountain. In order that the subcommittee might examine this 
material without delaying the hearings and without keeping you here 
In Washington unnecessarily long, do you have any objection to leav- 
ing this material with the subcommittee for a short period 2 

Mr. Dungar. Not at all. 

Mr. Fountaln. I believe it is necessary for the subcommittee’s work, 
and we regret that we have to ask you to do that. ’ 

Mr. Dunsar. We are happy to do it, sir. 

Mr. Founrarn. We will return them to you as soon as we possibly 
ean, 

Mr. Horrman. Mr. Chairman, may we have in the record at this 
point your request so we will know what you asked for? 

_ Mr. Fountarn. It is already in the record. I will be glad to read it 
if you like. 

Mr. Horrman. I do not care. 
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Mr. Fountain. It is in a letter which has been put in the record 
with our other communications. 

Mr. Dunbar, I wonder if you would explain the circumstances 
which you have covered generally in your statement, but which we 
would like to have in more detail—under which you got this contract ? 

Mr. Dunpar. Well, I had heard through sever: al sources that the 
Department of Agriculture, United States Department of Agricul- 
ture, was not pleased with the way that Illinois public aid was han- 
dling this particular food for Tlinois. 

We had hauled a few things for the Illinois public aid from our 
place in Springfield, as we are for-hire carriers. 

We gained the information through our drivers, and I contacted 
Mr. Wolfe, who told me that they were contemplating taking this 
program on. 

Mr. Krurcer. Mr. Chairman, would you identify Mr. Wolfe? 

Mr. Founrarn. Yes. Mr. Wolfe is the assistant of Mr. Nickell, 
who appeared and testified here earlier at another hearing. 

Mr. Dunpar. At that time he was chief auditor. I think he is a 
director of the school-lunch program now—Mr. Harold A. Wolfe. 
He told me that this program would have to be worked out, that they 
were going to some other trucking companies. I thought if I could beat 
him to the punch and get the information and wor k out a statewide 
plan that they wanted, I could beat somebody else to the draw. | 
know that they were wanting to start this program right away. 

That is when I got the plan worked out, contacted Burroughs Add- 
ing Machine Co, our certified public accountant and Mr. Phillips 
here who helped to set up the program, and we started from there. 


I knew I would have to have a program that was workable before 
I 


I even talked with Mr. Nickell. There were several conferences on it. 

Mr. Fountarn. Then you did initiate the contract with Mr. Nickell 
and not Mr. Nickell with you? 

Mr. Dunzar. That is right, sir. 

Mr. Fountain. Did Mr. Nickell or Mr. Wolfe, whichever of the 
two you talked to first, and I believe you said it was Mr. Wolfe, asked 
you about your qualifications to carry out this kind of work? 

Mr. Dunrar. Yes, sir. 

Mr. Fountain. And you told them what your experience had been ? 

Mr. Dunpar. Yes, sir. We had had previous experience with them 
before Mr. Nickell took office. 

We hauled some—oh, there were tools and machines for these voca- 
tional schools throughout Tllinois. 

Mr. Founrarn. Did they ask you about your experience in food 
handling? 

Mr. Dunpar. Yes. 

Mr. Founratn. What had your experience been ? 

Mr. Dunpar. We had hauled quite a few canned goods and per- 
ishables. We knew that perishables are sort of in a business by 
itself, and we would have to gain some information. 

I went to several warehousing people, talked to them, and gained as 
much information as I could. 

Mr. Founrarn. Did you have refrigerated trucks at the time? 

Mr. Dunpar. We had not too many at the time; no. 

Mr. Founratn. Did they ask you whether or not you had refrig- 
erated trucks? 
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Mr. Dunzwar. I do not recollect whether they asked me that question 
or not. 

Mr. Fountarn. I wonder if you can tell the committee how much 
refrigerated equipment you did have when you first discussed with 
Mr. Wolfe the possibility of taking on this contract—doing this 
work? 

Mr. Dunsar. To the best of my recollection, I think we had 2 to 3 
pieces of refrigerated equipment. We had several closed pieces of 
equipment, but 2 or 3 was only refrigerated. 

Mr. Founrarn. Please give us some idea as to how much hauling 
of refrigerated commodities you had done in the previous 2 years‘ 

Mr. Dunpar. Prior—— 

Mr. Founrtarn. Prior to the execution of the contract with Mr. 
Nickell. 

Mr. Dunzar. Well, it would be hard to say the exact tonnage. 

Mr. Fountain. Can you give us in a general way the experience 
which you had had in amounts ? 

Mr. Dunpar. We hauled apples, which is a perishable. We had 
hauled pears; we had hauled shrimp; we had hauled meat; we had 
hauled oranges. 

do not remember all the different types of commodities; they 
were for different people. 

Mr. Founrarn. But you had hauled some perishable commodities ? 

Mr. Dunpar. Yes, sir. 

Mr. Fountarn. Did you have a cold-storage warehouse of your 
own when you first discussed with Mr. Wolfe and Mr. Nickell the 
possibility of taking on this contract ? 

Mr. Dunpar. No, sir. I still do not own one. 

Mr. Fountatn. In other words, you never have owned a cold-storage 
warehouse ¢ 

Mr. Dunzar. Well, they are pretty expensive. No, sir. 

Mr. FounTain. Have you had any experience in the warehousing 
of the refrigerated commodities ? 

Mr. Dunpar. We made a terrific survey in Illinois of practically 
every warehouse in Illinois. 

Mr. Fountain. You did have warehouses suitable for dry storage 

Mr. Dunpar. Yes, sir. 

Mr. Founrain. Did you have a warehouse available and suitable 
tor dry storage at the time you discussed the matter with Mr. Nickell 
and Mr. Wolfe? 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. How long have you known Mr. Nickell, Mr. Dun- 
bar ¢ 

Mr. Dunpar. I would say for 12-14 years. 

Mr. Founrar. Is he a special friend of yours, a good friend of 
yours, or a casual friend ¢ 

Mr. Dunpar. I would say he was a good friend; yes, sir. 

Mr. Fountary. A good friend of yours. And you say you felt 
that before making the contact with him, he would natur: ally want you 
to submit to him a plan of operation which would be feasible, and ac- 
ceptable to the State, or to him representing the State, and to the 
Department of Agriculture? 


63116—56——_14 
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Mr. Dunsar. Well, knowing Mr. Nickell as I did, he always got 
to the point when you went in to talk to him about business. I knew 
I would have to have a plan of some kind workable and explainable to 
him and guaranteeing him no spoilage or misses or shortages of any 
kind. 

Mr. Founratn. Mr. Holtzman, I believe, has a question at this 
point. 

Mr. Hourzman. Mr. Dunbar, how often during this 12-year period 
would you say you had occasion to contact Mr. Nickell? 

Mr. Dunpar. Oh, I would see him at several different places. 

Mr. Houirzman. About how often? Did you see him often; or did 
you see him infrequently ? 

Mr. Dunpar. Well, to see him on the street or see him in the hotel 
at lunch 

Mr. Hourzman. Did you see him at any political affairs ? 

Mr. Dunzar. Oh, yes. 

Mr. Horrzman. Did you meet him socially ? 

Mr. Dunpar. Yes, sir. 

Mr. Horrzman. And you also did business with him in some fash- 
ion or other prior to the event of this contract; is that correct? 

Mr. Dunsar. Yes, sir. 

Mr. Hotrzman. You knew him fairly well, did you not? 

Mr. Dunsar. Yes, sir. 

Mr. Fountarn. What kind of business dealings, Mr. Dunbar, or 
financial transactions had you had with either Mr. Nickell or Mr. 
Wolfe prior to the execution of this contract ? 

Mr. Dunpar. None with Mr. Wolfe. Mr. Nickell had inherited 
these when he was elected in 1942. These training schools for voca- 
tional training were still going on, and we had to come up with a sys- 
tem then to transport airplanes down the highway to get to these dif- 
ferent schools so these students could tear them down and put them 
back together. It was sort of a training program. 

We came up with a program to assist him to transport those and 
to take a whole, 2 or 3 truckloads at one time to set up a particular 
school. 

Mr. Fountarn. Who compensated you for your services in connec- 
tion with that particular work ? 

Mr. Dunsar. The superintendent of public instruction. 

Mr. Fountar. In the State of Illinois? 

Mr. Dunpar. Yes, sir. 

Mr. Fountatn. And paid the bill. Mr. Dunbar, has any money 
or other thing of value been transferred by Dunbar & Co. to Mr. 
Nickell or Mr. Wolfe or anyone else in the State superintendent’s 
office during the period of this contract ? 

Mr. Dunwar. Nothing outside of an ad that we bought in the Buyers 
Guide. 

Mr. Founrarn. That was the one, I imagine, Mr. Nickell referred 
to when he was here. 

That was simply a contribution to him. 

Mr. Dunpar. An advertisement. 

Mr. Scuussete. I think it should be shown as an advertisement, sir. 

Mr. Founrarn. Has any gift or gratuity been given by you or by 
Dunbar & Co. or by Dunbar Building Co. either to Mr. Beyer, the 
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representative of the Department of Agriculture, or to Mr. Wolfe or to 
Mr. Nickell or anyone else ? 

Mr. Dunsar. We never gave nothing to Mr. Beyer. 

Mr. Fountain. Nothing to Mr. Beyer. 

Mr. Dunsar. We sent cheese out to all of our customers and Mr. 
Nickell and Mr. Wolfe were included on our list. It was a Christmas 
package. 

Mr. Fountain. Do you know whether or not Mr. Wolfe approached 
anyone else besides you after you had made contact with him about 
this contract ? 

Mr. Dunsar. I knew there were several in Springfield contacting 
him. Icould not tell you the names of the companies. 

Mr. Fountain. You do not know which ones he did contact ? 

Mr. Dunspar. No; I was not interested in that. 

Mr. Founratn. Then you are not in a position to know the extent 
to which he made an investigation to determine whether or not these 
services were available through other sources ? 

Mr. Dunpar. No, sir. 

Mr. Fountain. On a competitive basis ? 

Mr. Dunpar. No, sir. 

Mr. Fountarn. How did you arrive at the prices you proposed to 
Mr. Nickell and Mr. Wolfe ? 

Mr. Dunspar. I think Michigan was more or less the guide. They 
had sort of a unit price, and when we were out there making the survey, 
why I went over to their office and picked up some of their forms and 
visited some of the commercial outlets. Then I found out from some 
of the commercial outlets that Michigan had used, or was using, some 
State trucks, county trucks, and State institutional w: arehouses. 

Mr. Founrain. Do you recall who you talked to in Michigan in 
connection with this matter 

Mr. Dunpar. Mr. Budd. 

Mr. Fountain. Who is Mr. Budd? 

Mr. Dunpar. I do not know what capacity they show him in Mich- 
igan. He is sort of the head of the school lunch program in Michigan. 
| do not know what title he carries. 

Mr. Founrarn. Did you go into a detailed analysis of the entire 
plan of operation in Michigan ? 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. You studied their rates ? 

Mr. Dunpar. Yes, sir. 

Mr. Founratn. How did their rates, as you found them, compare 
with the rates which you proposed to Mr. Nic ‘kell ? 

Mr. Dunpar. They were in line—you had to take in Illinois—you 
have a different temperature than you have in Michigan. Michigan 
is cooler than Illinois, and we had to take that into consideration on 
how much we were going to spend for cold storage other than dry 
storage. 

Mr. Fountain. Did Mr. Nickell or Mr. Wolfe ever ask you to lower 
your rates ? 

Mr. Dunpar. When we first signed the contract, we talked about 
the rates. We told him we would take them on a temporary basis, 
and for 90 days we would review them. After the first 90 days, 
which ended December 31, 1952, there was not too much we could base 
a reduction on. In fact, in 1952, with all of our work in there since 
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the contract was signed in June, we did not deliver anything until 
October. We got into the mechanics of it that the State had had 
that we did not understand our agreement cards, of which I have 
some exhibits here on those, that had to be mailed to any school or 
center, institution, who would be eligible to receive these certain 
commodities. 

We had to wait until those cards got back before we could make a 
delivery. Therefore, the 3 months in 1952 were not a fair 90 days’ 
trial. 

However, in 1953, January of 1953, we had quite a bit of frozen 
stuff, frozen commodities, which was the biggest month we ever had, 
January of 1953. 

Then it started going down in February and March and April and 
it came back up and still was within 25 percent of what Janu: ry was. 

Then in July it was down to practically 13 perce 3,000, which 
would be in the neighborhood of 13 percent of the 102 in January of 
1953. 

Then, in September we did reduce certain commodities. 

Mr. Fountain. I think the record already shows the reduction 
which you made. It will not be necessary for you to go into that. 

Did Mr. Nickell or Mr. Wolfe ever tell you that they thought your 
rates were too high ? : 

Mr. Dunpar. Well, we had talked to several boards of education. 
We had talked to the Chicago Board of Education, and we talked to 
the Springfield Board of Education and, I think, Rockford. We 
knew that the larger board of educations, who were in this program, 
could give us some good information and help us in setting up this 
program. They were very much interested on the statewide plan of 
operation. 

Mr. Founrarn. Then, actually, you, as the person interested in 
undertaking this project, are really the one who did practically all of 
the investigating, checking, and comparing with the view of preparing 
a plan of operation. Isn’t that right? 

Mr. Dunpar. Yes, sir. 

Mr. Fountarn. And I understood you to say previously, in sub 
stance, that you are not familiar with any investigation or any check 
which the State department of public instructions office made with 
the view of determining whether or not they might get offers from 
someone else which might enable them to compare your proposal with 
the proposal of someone else ? 

Mr. Dunrar. That is right, sir. There was never any minimum 
guaranty from the Government on any amount of tonnage which made 
the contract a serious risk. 

Mr. Fountarn. In other words, your friendship with Mr. Nickel 
and his confidence in you played a large part in his accepting the work 
which you did and the investigation which you made in an effort to 
determine what the proper rate should be ? 

Mr. Dunzar. He felt as though I was qualified through experience. 

Mr. Fountain. Did I understand you to say that the Agriculture 
Department did approve your plan of operation ? 

Mr. Dunnar. Well, the contract was a sort of a skeleton contract 
that was between the Federal agency and the State agency. What | 
mean is the State contract between the State agency and Dunbar & Co. 
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was more or less copied from the Federal contract. It accompanied a 
State plan of operation and attached sheet of rates. 

Mr. Fountain. My question, Mr. Dunbar, was: Did the Agricul- 
ture Department, or a representative of the Depar tment, approve your 
plan of distribution and the rates which you proposed ? 

Mr. Dunpar. They were sitting in there when they signed the 
contract, June 13, 1952. 

Mr. Founrarn. Who was sitting in there? 

Mr. Dunspar. Mr. Oscar Beyer and John James. 

Mr. Fountain. Oscar Beyer and John James? 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. Did you discuss with them in detail your plan of 
operation and your proposed rates? 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. Did they discuss with you any question about rates 
or whether they were proper, whether they were to be reduced or 
whether they were to be increased, prior to the execution of the con- 
tract ¢ 

Mr. Dunspar. No, sir. 

Mr. Fountarn. I wonder if you can explain the circumstances 
under which, and the manner in which, Mr. Beyer and Mr. James ap- 
proved your plan of operation ? 

Mr. Dunpar. Well, it was drafted up in Mr. Nickell’s office, and 
they were present. 

Mr. Founrarn. It was all on oral confirmation or approval? Did 
you have anything in writing in which the Agriculture Department 
or either of these representatives of the Department stated that they 
approved your plan of operation, they agreed to it and they thought 
it was equitable and fair? 

Mr. Dungar. I had to go “oe the State agency to talk to the 
Federal agency all the time. I did not question the Federal agency. 

Mr. Founratn. Are you in a position to tell us what period of time 
was taken up in discussing this matter in which representatives of the 
Agriculture Department were present. I realize you would have to 
approximate it in hours or days. 

Mr. Dunpar. The nearest to my recollection, it was on a Thurs- 
day and Friday of that week. It was the 12th and 13th of June. 

Mr. Pumuirs. Two entire days. 

Mr. Horrman. Is the contract that you are talking about now be- 
tween the State and Dunbar ? 

Mr. Fountarn. That is right. 

Mr. Horrman. Was the Federal Government a party to it? 

Mr. Founrarn. Not were they a party to it, but from the stand- 
point of supervision and administration, whether or not they ex- 
pressed their approval of it. 

Mr. Horrman. Yes. Well, did they sign it? 

Mr. Fountarn. No, they did not sign it. However, I think in view 
of their responsibility, that is a question that the committee is in- 
terested in. 

Mr. Horrman. Just a moment, Mr. Chairman. I think the gentle- 
men here who are with him and seek, as the Government witnesses do, 
to help the head of a department—I think they confuse him somewhat. 

Mr. Reece. Nothing he has said indicates to me that he has been 
confused. 
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Mr. Horrman. Maybe I overstated it. 

Mr. Dunpar. I think maybe I might be able to clear that up by say- 
ing that the United States Department of Agriculture did not sign the 
contract until mine was signed and they were assured that the State 
agency had a commercial outlet. 

“Mr. Reece. That is, Mr. C hairman, if I may interject, the Federal 
agency did not sign with the State agency until after the State agency 
had : signed a contract. and the assumption would be, without anything 
appearing on the record, it would seem to me, that the representatives 
of the Federal agency must have been satisfied, they would not have 
signed a contract with the State agency if they had not been. 

Is that a reasonable assumption ? 

Mr. Fountarn. Mr. Reece, you are justified in making any as- 
sumption you want to. 

Mr. Reece. But, the Federal agency were free agents, and that 
would be a safe assumption in my mind. I am not indicating that 
their assumption necessarily was justified, but you assume that it was 
justified. 

Mr. Fountain. I might say for clarification, as I understand it, the 
Federal Government entered into a contract with the State. The State 
entered into a contract with Mr. Nickell. The language of both of 
those contracts was practically identical, with the exception of such 
alterations as had to be made to take care of the local situation. 

Isn’t that right? 

Mr. Dunpar. Yes, sir. 

Mr. Horrman. For my information, which was signed first, the con- 
tract between the State and Dunbar, or the contract “between the State 
and the Federal agency ? 

Mr. Fountain. I would like to know myself. 

Mr. Dunpar. I could not swear which one was signed first. How- 
ever, the nearest to my recollection, I think ours was, the Dunbar & 
Co. was, because the Federal agency wanted to be sure that there 
was an outlet for commodities in Illinois before they signed one with 
a State agency. 

We were all in the same room together. And here, the exhibit, for 
the State pl an of operation has the plan of operation there with the 

rates attached to it, the first rates that were sent in. 

Mr. Reuss. Mr. Chi uirman, I am not sure, with the colloquy that 
has gone on between the committee, that the witness has had an op- 
portunity to answer that question put by the Chair which, as I recall, 
was whether any other person besides the witness had an opportunity 
to check the various rate figures proposed, and, if so, who that person 
was. I do not recall that having been answered. 

Mr. Fountatn. He said he knew of no one else other than himself. 

Isn’t that right, Mr. Dunbar? 

Mr. Dunpar. I heard there were several in Springfield talking 
about it, and when they saw the ramifications a sending out the 
requisitions, they all turned water on it and left. 

I could not name the trucking companies, but I do know that there 
were people there. 

Mr. Founrarn. Is that what you had reference to? 

Mr. Revss. I am not sure that is responsive. 
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Mr. Fountarn. I asked the question as to what extent, to his knowl- 
edge, Mr. Nickell or any other representative of the State made an 
investigation for the purpose of determining to whom the contract 
should be awarded. That may have been the question which you are 
interested in. He said he knew of no investigation. 

Mr. Revss. That was your answer, was it, Mr. Dunbar? 

Mr. Dunsar. I heard them talking about other trucking companies, 
but I did not encourage it. 

Mr. Founrarn. That is natural, I guess. They did not give you 
the names of any trucking companies they conferred with? 

Mr. Dunzar. No, sir. 

Mr. Founrarn. Mr. Holtzman? 

Mr. Hotrzman. On that point, you say you heard no names men- 
tioned ? 

Mr. Dunsar. I heard of no names mentioned. 

Mr. Hourzman. You heard of discussions that other people had 
made inquiry ; is that correct, other truckers? 

Mr. Dunpwar. The other truckers had made inquiries. 

Mr. Hourzman. How many truckers do you have in your immediate 
area, good-sized truckers ¢ 

Mr. Dunsar. That would be a hard question to answer. 

Mr. Hotrzman. Can you answer it, sir, about ? 

Mr. Dunpar. There are several types of trucking. 

Mr. Hortzman. Truckers who might be able to handle a contract of 
this kind. 

Mr. Dunpar. There is no one in our area capable of handling it. 

Mr. Hourzman. So that the only ones who possibly could have 
spoken to Mr. Nickell were people who could not handle it in the 
first place; is that correct? 

Mr. Dunpar. Yes, sir. 

Mr. Hourzman. All right. 

Mr. Fountrarn. And you had no fear of any of the others, from a 
standpoint of competition / 

Mr. Dunpar. No, there was only one thing I had to sell and that 
was service. I knew that I had to have a workable plan which was 
foolproof and shortageproof and where the commodities would be 
taken care of. 

Mr. Fountarn. If anyone else had made sufficient inquiry to create 
interest on the part of Mr. Nickell, or if Mr. Nickell had been con- 
ferring with some other trucker, you would have been interested in 
finding out who it was from a standpoint of competition, would you 
not ¢ 

Mr. Dunpar. Yes, sir. 

Mr. Fountarn. And you made no inquiry ? 

Mr. Dunsar. No, I did not. 

Mr. Hotrzman. And you were pretty good friends with Mr. Nickell 
at this time, isn’t that so? 

Mr. Dunpar. Over a number of years. I had a lot of respect for 
him. 

Mr. Fountatn. I will ask you this question in view of some other 
questions which have been asked, Mr. Dunbar: Did you feel reasonably 
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assured when you approached Mr. Nickell that you would end up with 
this contract ? 

Mr. Dunpar. I did not know whether I would or not. I did not 
feel sure about it at all. 

Mr. Fountarn. But you did go to considerable trouble- 

Mr. Dunpar. Yes, I did. 

Mr. Founrarn (continuing). In preparing for your initial contact 
with him so you could tell him exactly how you would operate? 

Mr. Dunsar. Yes, sir. 

Mr. Founrarn. You also had your plan of operation proposal ready 
to show him 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. When you first made your contact with him? 

Mr. Dunpar. Yes, sir. 

Mr. Founrarn. He offered no counterproposal ? 

Mr. Dunpar. Well, he asked if these were in line. I told him that 
the nearest to my knowledge it was. 

Mr. Founratx. You do not know of anybody else he may have asked 
to find out if these charges were in line? 

Mr. Dunpar. Not tomy knowledge. 

Mr. Founrary. I want to ask you, Mr. Dunbar, if you negotiated 
with any of the recipients about charges which were to be made to 
them for hauling these commodities ? 

Mr. Dunpar. We had visited several of the larger boards of edu- 
cation and discussed it with them—with the State agency. I do not 
recollect how many times. They were interested. 

Mr. Founraty. Was Mr. Hinton one of those, a Mr. Hinton? 

Mr. Dunsar. No, sir. 

Mr. Founrat. All right; go ahead. 

Mr. Dunzwar. On several occasions there were school lunch associa- 
tion meetings to which we would go to and gain as much information 
as we could in preparing this operation and getting as much informa- 
tion from those people and finding out just what they were inter- 
ested in. 

Mr. Fountain. My question was if you negotiated with people who 
were to receive these commodities on the terms under which they were 
to receive them, the rates that were to be charged and so forth, or did 
you do all of that with Mr. Nickell ? 

Mr. Dunpar. We did all that through Mr. Nickell’s office. 

Mr. Founrarn. Well, now, it is true that paragraph 10 of your 
contract with Mr. Nickell required you to negotiate the matter of 
charges with the recipients and then Mr. Nickell was to approve any 
agreement joined into with the recipients. Is that not true? 

Mr. Dunpar. That is right. 

Mr. Fountarn. I am not saying that was the advisable method, but 
Iam saying that was the language of the contract. 

Mr. Dunpar. The agreement card has something to do with that. 
That is, the requisition—combination requisition and freight bill. 
They agreed on these cards here, on the number of recipients. 

Mr. Founrary. You mean they agreed to the rates ? 

Mr. Putts. Each one signed a contract with him. 

Mr. Fountarn. You mean each individual recipient institution ? 
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Mr. Puiures. Signed a contract 

Mr. Founrarn. Signed a contract with you agreeing—— 

Mr. Dunzar. No; that was an agreement with the State agency, 
telling them the amount of recipients they had that were eligible to 
participate in the school-lunch program and what particular type 
program it was, whether it was type A, B, or C. 5 

Mr. Founrarn. But you in no way negotiated with recipient agen- 
cies the terms of your deliveries or the prices you charged for your 
deliveries ¢ 

Mr. Dunpar. Yes; we had discussed it with some of the larger 
boards of education. 

Mr. ScuvussEte. Mr. Chairman, could I clarify that for you? 

Mr. Fountarn. Yes, sir. 

Mr. ScuussELe. Before a school or institution would receive the 
commodities they had to agree to receive them. And this agreement 
card was handled, which you have in your hand, by the Office of Public 
Instruction. Then, when the commodities became available each 
month we mailed to each recipient a requisition on which we stated how 
many and what type of commodities they could get and the price that 
would be charged. They ordered what they wanted and sent the 
- requisition back to us, and we delivered the commodities. 

Mr. Fountarn. Maybe I have not made myself clear. 

I will read to you paragraph 10 of your contract with Mr. Nickell, 
Mr. Dunbar, which reads as follows: 

The outlet— 
which is you in this case— 
agrees to make distribution to all eligible categories at points furnished the 
outlet by the recipient agencies and agreed upon. 

Then, the next language, in particular: 

Charges for handling storage processing and delivery and terms of payment 
are to be arranged by the outlet and recipient agencies and approved by the State 
agency. 

That particular provision of contract was not complied with, 
was it ¢ 

Mr. Dunpar. In this requisition here was stated what was available. 

Mr. Founrarn. And you stated the prices on the things that were 
available. 

Mr. HorrmMan. Just a moment, counsel or someone is handing the 
chairman a statement. May we have it marked as an exhibit? 

Mr. Founratn. It is not a statement, it is a form. 

Mr. Horrman. Well, a form, then. 

Mr. Founrarn. If there is no objection we will permit what is 
referred to as DC1Y, entitled “Office of Public Instruction, Distribu- 
tion Identification Card,” to be made an exhibit and become a part 
of the record. 

Mr. Horrman. And the one you now have in your hand. The 
form. 

Mr. Fountain. And also form ARD, State of Illinois, No. 17770-45. 

Would that be proper identification ? 

Mr. Dunpar. Yes, sir. 

(The material referred to follows :) 
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aC he Office of Public Instruction 
DISTRIBUTION IDENTIFICATION 


Recipient Agency 
Address 


Authorized Sponsor 


sauphnageEneanengES —— No. of Schools 





Mailing Address 
Above named Recipient Agency participates in the National School Lunch Indemnity Program 


(serving plate lunches) and is approved to receive Section 6-32 and 416 donated commodities 
as follows: 


Baroliment — INO. Eligible Students 


Approved for Period: 


From 
By: 


Distribution Outlet 


Superintendent of Public Instruction 


Date approved: 


Unit 


Name of School enrollment eligible Contract No. 


Deliver to __— 








Address 


(SM—7-53) opp 3 


Mr. Fountain. Will you describe this form? 

Mr. Reuss. May I interject: Does the handing to the recipient 
that form and the signing of it under the circumstances, Mr. Attorney, 
would that appear to comply with the provision of the contract which 
the chairman raised? There is some indication that it might apply 
with the provision of the contract. 

Mr. Founrain. That is to be decided I think in conjunction with 
ull the other things that are to be brought out. 

[ will ask you this: Does that form contain anything indicating 
the prices for delivery of these items? 

Mr. Dunspar. Yes. Over on the right-hand corner. 

Mr. Knox. Will you refrain until we all have a copy so we may 
follow you. 
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STATE OF ILLINOIS OFFICE OF PUBLIC INSTRUCTION 
VERNON L. NICKELI 


Superintendent 





7 
j | 
| 
| } 
| | ~ 
| No. 17770 -45 
| 
| 
| 
} 
dines a on 
The following Commodities have been allotted to you. Indicate in « mna4the ar t a pt 
| 2 } 
Unit and Amount Amount )ifice Handling 
ection & Commodity Approximate Allotted Requested use and Delivery 
weight to you by you only harges per Unit 
j t that the kinds and quantities of Commodit indicated in 4 al t { 1 i t 
mal ] 
DUNBAR & COMPANY 
Auth ik * 
240 NORTH U. S. 66 BY PASS 
BOX 1081 
SPRINGFIELD, ILLINOIS Date 
ON O8 BEFORE ws) De 


Mr. Reece. While he is distributing these—this may be on or off 
the record, it is immaterial. 

Dunbar & Co. made a contract with the State agency, and 
then they had within that contract some provision relating to making 
contracts with the recipients, and what I was interested in was 
whether the contracts with the recipients overrode the contract with 
the State agency, or whether it contemplated Dunbar & Co., the outlet, 
doing as it did do, submitting to the recipients the commodities avail- 
able, the rates available, and then when the recipient signed the 
ARD or whatever these cards might be called and returned it, whether 
if that, in the routine way, complied with what was expected by that 
provision in the contract. 

Just sitting here without having all the background, my impression 
would be that it did complv with that provision of the contract. 





210 DISTRIBUTION OF SURPLUS COMMODITIES 


Mr. Fountain. It may, Mr. Reece. The only thing that concerned 
me was the fact that the terms of payment were to be approved by the 
State agency and I was wondering as a practical matter how that 
would be worked out. I agree with you that it would be rather diffi- 
cult for Dunbar & Co. to make contact with every one of these in- 
dividual recipients and work out individual contracts. I think that 
would be impractical and almost impossible. 

My reason for asking the question in the first place was that Mr. 
Nickell, in his testimony before this committee, stated, as I recall— 
and I am subject to correction by the record—that he knew of no 
negotiations which were made between Dunbar and the recipients 
and that the terms with respect to charges were not entered into 
between Dunbar and the recipients but were agreed to between Dun- 
bar and Nickell. 

I believe at this point Mr. Murray would like to ask a question, Mr. 
Dunbar. 

Mr. Horrman. Will you yield there? Let the record show that 
someone representing Mr. Dunbar has handed to the chairman and 
the committee, this form, Illinois ARD No. 17770-45. 

Mr. Founrtarn. I have already stated that and put it in the record. 

Mr. Horrman. Does the record show there is a carbon sheet and 
then a pink sheet and a carbon sheet and then a yellow sheet and then 
a blue or a green sheet—and with the DC2-G; DC2-S; DC1-Y? 
I just want them in the record. 

Mr. Fountatn. I believe 2 of those were not inserted in the record 
but 1 was. I thought they were all identical. 

Mr. Horrman. May it be understood they are all here? 

Mr. Fountarn. They are all here and I have no objection to all 
the carbons and other copies. 

(The additional material referred to follows :) 


a ¢ oS Office of Public Instruction 
DISTRIBUTION IDENTIFICATION 


Recipient Agency ___ 





County 


I a a ee a 


City Agreement No. 





® ah eoascaueilivetet 
Authorized Sponsor or Representative Mailing Address 








Above named Recipient Agency has an enrollment of_______children and is eligible to 
receive Section 32 and 416 Commodities. 


(Check one) 
[-] Serves Hot Lunches to. children not participating in the National School Lunch 
Program. 


(] Serves type “C” only to children under the National School Lunch Program. 


(J Serves no lunches but desires use of Special Commodities as available. 





Approved from to 
By: 


Distribution Outlet 





Superintendent of Public Instruction 


QM—7-53) agape 5 
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B.C. 38 Office of Public Instruction 
DISTRIBUTION IDENTIFICATION 


(] Institution () Summer Camp [-] Child Care Center 


County 





Recipient Agency 





Address Agreement No. 
Street City 











——— Mailing Address 
Authorized Sponsor or Representative 


Above named Recipient Agency is approved to receive Section 32 and 416 Donated Com- 


modities for_t_t___eligible persons. 


Approved for Period: 


From to Distribution Outlet 


By: 











ae Address 


.5M—1-53) 30S 


Mr. Horrman. The question is whether the contract was complied 
with and then the question which occurs to me is whether these offers 
and the acceptance sent back constituted compliance with the contract. 

Mr. Founrarn. I might say for our own purpose here, that in the 
right-hand column, the last column on form Illinois ARD, the head- 
ing reads as follows, “Handling and Delivery Charges Per Unit.” 

I assume that the charges were inserted in that column. 

Mr. Dunpar. They were, sir. 

[f I may explain that a bit further, in column 1 where it says, 
“Section and commodity,” we received these commodities in two sec- 
tions. Section 6 is under the National school-lunch program, and 32, 
which was of surplus commodities. We would identify each com- 
modity with that section number in column 1. 

In column 2 we called that unit an approximate weight, so the 
schools would understand and know what that was. We called every- 
thing a unit whether it was a hundred-pound bag of beans or a case 
of canned goods or a case of butter or a case of frozen turkeys or a 
case of frozen ground beef or a bag of rice. Everything was a unit, 
but it was described, “Unit and approximate weight.” 

Then in column 3, the amount that was allocated to them. 

Up on the the top there was a plate set in there describing the 
school, its location, the number of recipients, their agreement number, 
the location where the commodity should be delivered, and the proper 
person who was to sign for them. 

For instance, if they were allocated 4 cases of butter, in column 4 
they could request 2, or they might request the full 4, or they might 
not request any. Then the sixth column was the charges out there, 
that they knew. Each school or institution received one of these. This 
is their combination allocation and delivery receipt. 

Mr. Fountarn. Mr. Murray 

Mr. Murray. One question I had in connection with this billing, 
[ notice in instructions given to school-lunch sponsors, effective July 
1, 1952, signed by Vernon L. Nickell, Superintendent of Public In- 


Superintendent of Public Instruction 
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struction, that he indicates to the school-lunch sponsors, as far as 
charges are concerned, the following: 

Dunbar & Co. will bill each recipient outlet for the charges involved in dis- 
tribution and delivery of donated commodities based upon a unit charge for the 
various types of commodity involved. 

The amount of charges as established were arrived at after a survey and 
investigation of similar charges made by surrounding States and the trucking 
warehouses and handling charges that prevail in the State of Lllinois at the 
present time. Charges will include the receiving and unloading of carload lots 
of commodities, storage processing, in and out handling and delivery to each 
individual recipient. Routing charges will be indicated each month on Form 
Illinois ARD, : 

Now according to the instructions of Mr. Nickell, that would indi- 
cate that the various recipients were stuck with the charges that were 
established by either yourself or Mr. Nickell, or somebody. 

Mr. Dunsar. There was a letter sent out that this type of an ARD 
system would be used, which would notify them of the handling 
charges. 

Mr. Mourray. According to this, which is apparently that notifica- 
tion, the schools were to be billed by you and they had nothing to say 
about the price, because the price apparently, according to these in- 
structions, was being fixed after a survey to be made by somebody, of 
charges in other States and in the State of Illinois. 

Mr. Dunzar. It was a State plan of operation. There was equal 
distribution and equal price over the entire State, whether it was a 
15-mile haul or a 200-mile haul. 

Mr. Murray. I understand, but as I understand the original con- 
tract with the Federal Government, or with Nickell and you, you 
were to negotiate with the recipients as to commodity and price. As 
I understand these forms were the effect of that negotiation, so the 
effect of it would be, the recipient would agree to the price, but accord- 
ing to these instructions, the recipients had nothing to do with the 
establishment of the price and had to take whatever the price was es- 
tablished when this form was given. Is that correct? 

Mr. Dunpgar. I don’t know how to answer that. I would like for 
you to clarify that just a little bit, Mr. Murray. 

Mr. Murray. From what I had gathered from the information thus 
far, the contracts between the State and yourself provided for negotia. 
tions between yourself, the outlet, and the schools, with respect to 
commodities and price and as I understood the testimony, these forms 
were submitted to the schools before they ordered, and the price and 
commodity were indicated on the form, so that a signing of this form 
by the school would indicate an agreement as to the price that was con- 
tained on this form. 

But, as I understand this instruction by Mr. Nickell to the various 
schools, the schools could not disagree with this price, but were com- 
pelled by the instructions to pay it. So, in effect, there was no 
negotiation or contract between you, the outlet, and the school, as your 
original contract provided for. 

Mr. Horrman. Mr. Chairman, from the testimony so far taken it is 
perfectly obvious that what was done was for Dunbar to submit a 
proposition and for the school to either take it, or, as our colleague 
says, reject it. 

When they took it without any objection, I suppose that that, in the 
opinion of my colleague, means they didn’t negotiate or they didn’t 
discuss it. 
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Is that what the point is? 

Mr. Murray. My point is, according to Mr. Dunbar’s contract with 
the superintendent of public instruction, he was to negotiate with the 
various recipients as to price. 

According to Mr. Nickell’s instructions to the schools, the price that 
they were compelled to pay was the price to be determined by some 
survey arrived at through an investigation which was obviously, ac- 
cording to the agreement, one that was going to be made by Nickell 
because they didn’t tell the schools to make it and they were compelled 
to pay their price. So the contracted-for price was not one between 
the schools but between Nickell and the school. 

Mr. Horrman. As I understand it, the schools could take it or 
leave it as they wanted to and the fact that they didn’t make any ob- 
jection to the price—they didn’t protest—the record doesn’t show any 
protest either to Dunbar or to Nickell. And they had entered into 
this contract because they were dissatisfied with the previous system. 

Mr. Murray. According to these instructions to the school, they 
couldn’t protest. They either had to refuse the commodity, or take 
it at the price on this bill. 

Mr. Horrman. Just as when I go into a store and the fellow says, 
“It isso much.” ‘If I don’t like it, that is all right. 

Mr. Founrarn. Of course, in his case they had only one store to 
go to. 

Mr. Horrman. That may be, but at the previous store they traded 
at they hadn’t been getting it at all. 

Mr. Reece. An observation or point of information to see if my 
understanding is correct. The Federal Government allocates com- 
modities to one State agency. In this case, the superintendent of 
public instruction. Is that right, Mr. Chairman ? . 

Mr. Fountain. That is right. 

Mr. Reece. The State agency—in this case a superintendent of pub- 
lic instruction—has the responsibility for evolving a plan—evolving 
and agreeing upon a plan of distribution which in its judgment will 
best conserve the commodities and make sure of an equitable and fair 
(listribution of them to the local outlets. 

In this case, the State agency, the superintendent of public instruc- 
tion’s office—entered into a contract with Dunbar & Co., on what it 
felt was a fair basis, and one which would insure the conservation 
and efficient delivery of the commodities to the local outlets. 

Of necessity, the State agency would have to agree upon a sched- 
we of delivery rates, and they embodied a provision, as I further 
understand, that the charges would be the same, to whatever outlet 
the deliveries were made, with a view of giving all the outlets—putting 
all the outlets in the same position, so far as price is concerned, so 
that one that happened to be near Springfield, or near where the 
original depository of these goods were made, would not be in a 
favored position against one that is moré remote. But, so that com- 
modities would not be imposed upon an outlet—one individual school— 
2 provision was put in the contract with Dunbar & Co. that there 
would have to be agreement to receive and notification of what the 
charges were and so forth. 

It seems to me these forms which have been exhibited possibly com- 
plied with that provision of the contract. 
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After the State negotiated an agreement with Dunbar & Co. for 
delivery of the goods, it would not be expected that Dunbar would 
then have the responsibility of negotiating with each individual out- 
let, and it would create confusion. They had to negotiate, so far as 
the overall rates are concerned, it would seem to me, with one agency. 

Now, I don’t know whether I am confused or not, but that is the 
way I understand these contracts are made. 

Mr. Fountain. Mr. Nickell said he was representing all the schools 
in his negotiations with Mr. Dunbar. 

Mr. Reece. This questioning would seem to indicate that Mr. 
Dunbar had some responsibility to again negotiate with reference to 
price and all other phases, with the local outlets and it just didn’t 
seem to me that the contract that he made with Mr. Nickell’s office 
placed that obligation upon hin, or really put the local outlets in a 
position where they had a right to expect that he should do that. 

Mr. Fountain. I might say, Mr. Reece, that the attorney for the 
Agriculture Department made the statement that he could see no 
interpretation that could be placed upon paragraph 10 of the con- 
tract. between Mr. Nickell and Mr. Dunbar, other than that Mr. 
Dunbar was to give the recipients an opportunity to discuss with 
him the charges which were to be made for the delivery of these com- 
modities. Mr. Nickell said so far as he knew that was not done and 
that he represented the schools and negotiated a contract with Mr. 
Dunbar, and he didn’t know anything about hauling, that he just took 
Mr. Dunbar’s word for everything. 

Mr. Hotrzman. I don’t think it is so much a question as to whether 
or not the offer by virtue of this particular piece of paper and the 
eventual signature of the recipient complied with the term of the con- 
tract, as to whether or not the intent of the law was complied with. 

We had a situation where Mr. Dunbar had an exclusive contract. 
These recipients could not go elsewhere. If they were offered some- 
thing at a particular price they had only one choice: Take it or leave 
it, and they couldn’t get this merchandise elsewhere, and therefore I 
think the intent of the contract with respect to negotiations concern- 
ing rates was not complied with. 

Mr. Reece. But now if I may interject further: My limited expe- 
rience in dealing with surplus commodities through the Department 
of Agriculture lies, Mr. Dawson, with the distressed coal miners when 
the mines were shut down. When I took the matter up of getting sur- 
plus commodities for the distressed coal miners, I was advised that the 
Federal Government did business only through the State agency and 
not through the lower echelons of State government, and therefore, 
in order to get commodities for the coal miners in my particular area, 
the State agency would have to be convinced, and the State agency in 
turn, after receiving the commodities, would make arrangements for 
their distribution, and I just assumed that is what was done in this 
case. 

Mr. Founratn. Gentlémen, I don’t want to cut anybody off, but 
even though this may be important, there are many other important 
matters to be covered, and I suggest we go ahead. 
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Mr. Knox. Mr. Chairman, I have been trying to be recognized here 
for the last 10 minutes. 

Mr. Fountarn. I was trying to recognize members in the order in 
which they asked recognition, Mr. Knox. 

Mr. Knox. Mr. Dunbar, I gather from your testimony that the 
price per unit for the delivery of surplus commodities was on one 
level. Whether it was 2 miles or 200 miles. In other words, there 
was an average per-unit delivery. Is that correct? Did I under- 
stand you ¢ 

Mr. Dunpar. That is right. There is one rate. 

Mr. Knox. Mr. Dunbar, through the period of summer school 
term ending and the period of school commencing in the fall, did you 
ever receive large shipments of perishable goods from the Federal 
(Government, such as carload lots, that became your obligation to 
preserve and protect in the interests of the Government and for de- 
livery to the school ? 

Mr. Dunpar. Yes, sir. 

Mr. Knox. I would assume, then, that you were obligated to rent 
additional storage space that was refrigerated, in order to keep these 
commodities in perfect condition ? 

Mr. Dunpar. Yes, sir. 

Mr. Kwox. Was that involved in determining the unit cost, on an 
average of your cost of delivery to the schools ¢ 

Mr. Dunpar. Yes, sir. 

Mr. Knox. What was your experience over that period? Were you 

called upon to make the necessary facilities available for storage 
of perishable commodities from, we will say, the term in June until 
September, when school commenced again 

Mr. Dunpar. We had to find freezer storage for butter and cheese— 
cooler storage for cheese and shortening and dry milk. 

Mr. Knox. To what degree were you called upon as far as carload 
lots were concer ned, in any specific period of 1 year? 

Mr. Dunzar. I didn’t quite understand that question. 

Mr. Knox. Well, to what degree were you called upon to have suf- 
ficient storage space for numbers of carloads of—well, frozen meats 
or butter or cheese that was shipped into Illinois, which became your 
obligation upon its arrival ? 

Mr. Dunpar. You are speaking of the summer? 

Mr. Knox. Yes; the summer months, which would cause an addi- 
tional expense upon your company to provide the necessary space for 
storage. 

Mr. Dunwar. There was always that expense, because we had to 
have enough in storage before we could send the requisition out and 
to advise the schools of what was available. 

Mr. Knox. I would assume then that it was general; is that true? 

Mr. Dunzar. That is right, sir. 

Mr. Knox. In other words, there were never any excessive amounts 
that were shipped into the State of Illinois that became your 
obligation ? 
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Mr. Dunsar. On several occasions—not several, but on a few 
occasions there was. In January or December—January 1953, we had 
several carloads of turkeys at one time where we had to find additiona! 
space. We couldn’t put them in small locker plants and the only way 
they could handle carload storage was to Chicago and Springfield and 
a little town 50 miles west of Springfield, Beardstown, I[ll., we stored 
turkeys there until we could use them up. 

Mr. Knox. What was your average cost per hundred pounds for 
cold storage per month? Is that the way you operate it, per month, 
or did you have a lease on a certain storage facility ? 

Mr. Dunpar. When a carload of merchandise was received at the 
warehouse, there was what they called an incharge and an outcharge, 
then a monthly storage charge on whatever commodity there might 
be. There was a different rate on butter, cheese, apples, and a different 
rate on different commodities. 

Mr. Kwox. I was interested in the commodities that had to be put 
under refrigeration, Mr. Dunbar. 

Mr. Dunsar. All of those required refrigeration. 

Mr. Knox. Of course, your canned goods don’t or dried fruits. | 
speak of the commodities that have to be refrigerated. What was your 
cost per month ? 

Mr. Scuussetr. Could I answer it for you? 

Mr. Knox. Of course. 

Mr. Scuussete. According to the independent auditor there was 
$133,000 spent in the 29-month period for warehousing and cold 
storage. That is principally cold storage in Springfield, Il]. He used 
his own warehouse for the dried stuff, and the commodities that were 
distributed out of Chicago, there would be warehousing for the dry 
commodities up there, and the cold storage. 

Mr. Knox. I don’t believe you have answered my question. My 
question was relative to your cost per hundredweight for storage of 
commodities that needed refrigeration. 

Mr. Scuusete. I would have to get that information for you, sir. 
I don’t have that available. 

Mr. Fountain, will you supply that information, if that is satis- 
factory to Mr. Knox? 

Mr. Kwox. I think we should know. 

(The material referred to appears in the appendix as exhibit 1M, 

». 522.) 

Mr. Dunpar. There is a tariff by each warehouse and each different 
commodity carries a different rate. Butter carries a rate different 
from that on frozen turkeys. Cheese could carry a rate different from 
butter. They are not all quite the same. Eggs carry a different rate. 
I just don’t have the least idea until we get a tariff. We could suppl) 
that to you but not at this moment. 

Mr. Knox. I was interested in trying to determine your cost per 
hundredweight of the refrigeration of these commodities that had 
to be refrigerated, because I think it is very important that we do 
know, to determine whether or not there have been any excessive 
charges made for refrigeration. If you had a plant under lease, | 
think we should know that also, Mr. Dunbar, so that we would be able 
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to arrive at something that was conclusive, as far as justification is 
concerned in using that as a base of your overall cost. 

Mr. Dungzar. I couldn’t name the exact cents, but if my memory 
serves me right, the cost of butter was 35 cents per hundred, per month. 
Then, there was an incharge and I don’t recollect what that incharge 
was because the tariff is about an inch thick and it names all the 
different commodities. 

Mr. Knox. Your incharge was a handling charge for putting the 
commodity in refrigeration ? 

Mr. Dunsar. Yes, sir: and then there was a lot charge. 

Mr. Knox. And a charge in taking it out ? 

Mr. Dunspar. Yes, sir. 

Mr. Knox. That is all, Mr. Chairman. 

Mr. Fountatn. Mr. Dunbar, in addition to your income from com- 
modity hauling, you had some income from other business during 
the period of your contract with Mr. Nickell, did you not? 

Mr. Dunpar. Yes, sir. 

Mr. Fountarn. Now, excluding the $43,000 which you got for com- 
modity hauling from the Department of Agriculture, and the money 
which you received under your contract with Mr. Nickell, your gross 
income from trucking was only about $200,000 during the period 
from October 1, 1952, to March 1, 1955; is that right ? 

Mr. Dunpar. We didn’t have room for too much other business. 
We had to cut some of it out and we had to turn other customers 
down. 

Mr. Fountain. In other words, your gross income from other haul- 
ing declined after you got the Nickell contract ? 

Mr. Dunsar. For that particular amount of equipment; yes, sir. 

Mr. Fountain. Was that the reason for your decline in income ? 

Mr. Dunsar. Yes, sir. 

Mr. Fountatn. Then you had to turn down outside work as a 
result of your commodity hauling 

Mr. Dunpar. Yes, sir. 

Mr. Fountarn. Mr. Dunbar, did you ever receive any complaints 
from schools about your prices being too high ? 

Mr. Dunrar. No, sir. 

Mr. Fountain. No complaints? 

Mr. Dunsar. No, sir. 

Mr. Fountrarn. I believe I asked you if you had any complaints 
from Mr, Nickell about your price being too high and what was your 
answer, earlier, this morning ? 

Mr. Dunrar. No; I never had any complaints from him. 

Mr. Founrarn. Why did you reduce your prices when you did ? 

Mr. Dunsar. That was our agreement, that we would review the 
prices and make reductions on what we saw that we could. 

_Mr. Founrarn. You waited for a pretty long time before you re- 
viewed the price; did you not ? 

Mr. Dunrar. Well, you couldn’t review prices after the first 90 days 
of hauling in 1952, which was the last 3 months of 1952. There wasn’t 
enough volume to allow you to review prices. And then in January 
1953 there was the biggest month we ever had and it started declining. 
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‘There was then always the risk of the processing volume on what we 
would have to process. 

Mr. Fountain. Then any reductions which you made were made as 
a result of your appraisal of the situation ? 

Mr. Dunpar. Yes, sir. 

Mr. Founrarn. And your experience. And those reductions were 
made voluntarily on your part 

Mr. Dunpar. Yes, sir; after some discussion with them. 

Mr. Founrarn. Has the Department of Agriculture ever raised a 
claim against you, or filed a claim against you as a result of alleged 
( ‘commodity damage or shortages ¢ 

Mr. Dunpar. Yes. We reported in our monthly audit and inven- 
tory audit and as I explained in my statement, I think it was less than 
$1,000 over the entire 29 months. 

Mr. Founvratn. Have you paid all of those claims? 

Mr. Dunwar. Yes, sir. Now, there might be one in the last month 
that hasn’t been taken care of. 

Mr. Founvrain. I believe you paid $218 to the Federal Government 
on claims involving shortages in the fall of 1952. 

Mr. Dunpar. [think so; yes, sir. 

Mr. Founrarn. Did you pay a claim of $238 on another occasion ¢ 

Mr. Dunsar. What was the nature of that ? 

Mr. Founrarn. You don’t recall any such claim, if there was one, 
involving $238 ¢ 

Mr. Dunnar. No. 

Mr. Founvain. Did Mr. Beyer, as a representative of the Agricul- 
tural Department assert a claim against you, or Mr. Nickell, for $754 
in damages for shortages which were overlooked in late 1952 ¢ 

Mr. Dunnar. I can’t answer that. I don’t have it fresh in my mem- 
ory. There was some discussion about that. There were different cases 
delivered to different schools and there was a little mixup and after 
the explanation letters were sent in, I think the claim was reduced. 

Mr. Founrarn. But you have never paid that claim, did you, for 
$754? 

Mr. Dunpar. I couldn’t say. 

Mr. Founrarn. Was it adjusted ? 

Mr. Dunwar. We paid every claim that was assessed against us. 

Mr. Founrarn. In other words, if you didn’t pay the $754, the 
matter was adjusted ? 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. Who was responsible, Mr. Dunbar, for checking on 
the deliveries which you made to determine that the food actually was 
delivered at the schools? 

Mr. Dunpar. We were. We had supervisors out who checked each 
driver, and we had a receiving report. We had a manifest of delivery 
and each shipment was listed on this manifest. I don’t know whether 
we have enough copies for distribution, or not. We possibly have. 

Mr. Founrarn. One copy will be sufficient, I think, and we will be 
vlad to make it an exhibit. 

(The material referred to follows :) 
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My main question was, who was responsible for doing the checking ? 
Were you responsible ? 

Mr. Dunpar. We were responsible. Then the State agency checked 
on us. 

Mr. Founratn. Mr. Nickell’s office checked on you? 

Mr. Dunsar. Yes, sir. 

It was a receiving report. You see, the school signed for it right 
down here [indicating]. These bills accompanied this manifest, 
through which we could trace the shipment down to a particular 
county, or a particular time of day. I mean if it was down 2 or 3 lines, 
we could check the time on deliveries and pretty near catch the driver 
where we wanted to catch him. Then, each commodity and amount 
was listed in there, and then the driver signed this manifest with his 
delivery receipts when he turned them in, which were then checked 
by the State agency. 

Mr. Fountatn. Do you know whether or not Mr. Nickell’s office 
ever made inventory adjustments to cover situations where you might 
have had overages or shortages ? 

Mr. Dunpar. There could have been a time or two, where a case of 
peas was unloaded and a case of peaches, where the cases are the same 
size. 

Mr. Founratn. Did you make those inventory adjustments or did 
Mr. Nickell or his office do it ? 

Mr. Dunpar. We couldn’t make those adjustments. We didn’t make 
those adjustments. 

Mr. Founrarn. Now, Mr. Dunbar, I believe you have a restaurant 
which is connected with your establishment in Springfield; is that 
not right ¢ 

Mr. Dunpar. Yes, sir, a restaurant and service station. 

Mr. Horrman. Now, Mr. Chairman, before you go further, may I 
ask this: In view of the questions that have just been asked, is there 
any claim on the part of anyone representing the committee that the 
Dunbar people have not paid for every damaged item delivered, or for 
any shortages, if there were any such ? 

Mr. Fountatn. Mr. Hoffman, I might say that the information we 
have thus far left us in a state of indecision about that and that is 
why I decided to ask the questions to clear the record at least from 
Mr. Dunbar’s standpoint. 

Mr. Horrman. Has our counsel or anyone connected with the com- 
mittee, the Department of Agriculture, or any department of the State 
made any claim that Dunbar & Co. didn’t either deliver or pay for 
every item which came into their possession ? 

Mr. Naveuron. Mr. Hoffman, there is a letter from Mr. Beyer 

Mr. Horran. I don’t care to go into it now, but just have the wit- 
ness here so they can meet that charge while they are here. As I under- 
stand, Mr. Dunbar’s business is on the up and up and if there is any- 
body in the Government who says it isn’t I would like to have them 
come in here and swear to it. 

Mr. Naveuton. Let me say this: There is a letter from Mr. Beyer 
making a claim for $754 and some cents involving some pork shoulders 
and some other items which were allegedly damaged, spoiled, 
missing. 

Mr. Horrman. And haven’t been paid for; is that it? 
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Mr. Naventon. I am not sure. There is a letter written in Sep- 
tember by Mr. Beyer. The next thing that I can find on record is a 
letter from Mr. Trainer who at that time was head of the Food Dis- 
tribution Division of the Department of Agriculture, advising that 
this shortage had been satisfactorily adjusted. 

The Department of Agriculture was unable to find anything in the 
records indicating just how this matter had been adjusted and that 
is what we are trying to find out today. 

Mr. Horrman. So we come up with an investigation to determine 
whether $700 worth of hams on a $14 million deal was properly ad- 
justed. You have 1 letter saying it wasn’t and you have 1 letter 
from the same agency saying it was, which leaves the implication for 
the newspapers to publish that he has stolen $700 worth of hams? 

Mr. Fountarn. Mr. Hoffman, I don’t think there is any such impli- 
cation as that. I don’t think anyone ever intended such implication 
and I don’t think, Mr. Hoffman, you were justified in even inferring 
such an implication. The question was asked for the purpose of clari- 
fying the record. We were in a state of confusion about it because as 
Mr. Naughton says, the Agriculture Department was unable to find 
any record of the adjustment. We thought that Mr. Dunbar might 
be able to give us the benefit of his knowledge. 

Mr. Horrman. It seems to me that, when we take the time of 6 or 7 
or 9 members of the committee to ascertain a point which could be 
ascertained from the record or by inquiry of the Agriculture Depart- 
ment 

Mr. Naventon. I have made inquiry of the Agriculture Depart- 
ment and they are unable to find the records which indicate just how 
this claim was settled. 

Mr. HorrmMan. But they do indicate it was settled. 

Mr. Naventon. They do indicate it was settled. 

Mr. Horrman. Then, the fellow to call is the man from the Agri- 
culture Department and let him put on the record whether it is unpaid 
or unsettled. 

Mr. Dawson. He ought to know whether it was settled or not. 

Mr. Horrman. Our counsel says it was settled. 

Mr. Dawson. He didn’t say it was settled. He said there was a 
letter indicating it was settled but there is no record of its settlement 
and he can answer that question. 

Mr. Founratrn. This is as important as some of the other questions 
here. 

Mr. Horrman. Let’s just have the last answer of Mr. Naughton 
here to my question of whether it was settled or not. Just see what 
the stenographer says about it. I understood him to say that the 
claim had been adjusted. 

Mr. Nauenton. I did say it had been adjusted. 

Mr. Horrman. Will you read it, then ? 

Mr. Naveuton. We have no record of payment of this claim. It 
as adjusted in some manner. We don’t know the manner in which 
it was adjusted and that is what we are trying to find out. 

Mr. Horrman. So nine of us are trying to find how it was adjusted 

Mr. Dawson. He can answer it. 

Mr. Founrarn. Did you state it has been adjusted, Mr. Dunbar? 

Mr. Dunpar. Any claim ever assessed against us was paid. 
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(Nore.—After an additional search of its files, the Department of 
Agriculture furnished a memorandum which appears in the appendix 
as exhibit 19A, p. 390.) 

Mr. Founrarn. Now, none of these donated commodities which the 
State received from the Federal Government were ever used in that 

restaurant an T asked you about ? 

Mr. Dunpar. I don’t operate the restaurant. I leased it in 1947. 

Mr. Founrarn. None of the commodities were used in that 
restaurant ¢ 

Mr. Dunsar. Absolutely not. 

Mr. Horrman. May I ask him this, Do you buy or sell anything 
to that restaurant ? 

Mr. Dunsar. No, sir. 

Mr. Horrman. Then, let the press take notice. He did not buy 
any food from the Government or get any food from the Government. 

Mr. Founrary. I might say, Mr. Hotiman, we are not having this 
hearing for the benefit of the es We are simply trying to get 
all the facts and information we can. I am asking questions de- 
signed to get the information and Mr. Dunbar is here in person with 
his associates. They have an opportunity to answer these questions 
and I think it is only fair to give them an opportunity to answer 
any of the implications or inferences which might have come from 
newspaper articles or any other source. 

Mr. Horrman. I agree with that, but the record today as made 
shows that this investigation was instigated by certain articles pub- 
lished in a Chicago newspaper. Now, that is the record. 

Mr. Founrarn. The record does not show that. 

Mr. Horrman. I will quote it to you right here, if you want it. 

Mr. Founrarn. You didsay you le: ised the restaurant”? 

Mr. Dunpar. 1947, November 20. 

Mr. Fountain. I would like to ask you if your system of operation 
and plan of distribution was such, in your opinion, Mr. Dunbar, that 
none of these commodities could have been diverted to private use? 

Mr. Dunrar. No, sir. 

Mr. Founratn. Did you have any particular system of checking to 
prevent that possibility ¢ 

Mr. Dunrpar. Yes, sir; on this manifest. This manifest. And we 
had checkout sheets and check-in sheets. 

Mr. Reece. For clarification, may I make another general inquiry ‘ 

Mr. Founratn. Yes, Mr. Reece. 

Mr. Rerce. I assume this ARD form which was submitted—I be- 
lieve there were three copies of that made. I assume one of them 
went to the Office of the Secretary of Public Instruction. If they had 
facilities, which I assume the office did have, they knew the quantity 
of each type of goods that each outlet was presumed to receive. 
Then, I assume a copy of the manifest of delivery went to the super- 
intendent’s office. 

Mr. Dunpar. Yes, it did, sir. 

Mr. Reece. That gives the place and date of delivery 

If both of them were kept up to date, it would seem as s if it would 
be easy for the Office of the Superintendent of Public Instruction to 
determine whether the deliveries had been made, based upon the 
papers which were in their office. That would seem to me to be the 
case. 
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Mr. Scuussete. In accordance with Mr. Dunbar’s contract, para- 
graph 7 of the contract, the outlet, which is Dunbar & Co.— 
will submit necessary reports during the month and a monthly report to the 
State agency on or before the 5th of the month following the monthly period 
covered by the report. The balance on hand must be actual physical count. 

The State agency had a copy of every item that we received. They 
received a signed copy of the delivery, receiving report, and a copy 
of the manifest signed by the driver, and they “kept records on the 
volume on hand and the issuances and came out each month and 
checked our inventory, and every difference down to the last case had 
to be explained or paid for. 

Mr. Reece. It would seem to me that that was a matter which could 
be easily ascertainable and unless there was some major complaint on 
the part of the State superintendent’s office, or of the Federal Govern- 
ment that reviewed the records, that it shouldn’t be too important a 
matter, of course. We know in handling that volume of goods, there 
would be a certain amount of loss and damage that will have to be 
adjusted. That is inevitable. 

Mr. Knox. Mr. Chairman, may I ask Mr. Dunbar a question ? 

Mr. Fountain. Yes, Mr. Knox. 

Mr. Knox. Mr, Dunbar, the reports you made to the department 
of public instruction in the State of Illinois, are you aware of whether 
or not the department sent one of the copies into the Department of 
Agriculture or not of the delivery of goods? 

Mr. Dunzar. I wouldn’t know the State’s procedure. I know the 
Federal agency was in several times and made audits. 

Mr. Knox. ‘The reason why I asked you that question was, the fact 
that this question of shortages, how would the Department of Aori- 
culture know that there were shortages that had not been delivered 
unless they had a copy of your delivery form that you used, whether 
it be this, or one of these? 

Mr. Dunpar. They made quarterly audits, I am sure, and came 
right into the State agency and used their records, the copies that we 

sent them, against the inventories and requisitions. 

Mr. Rerce. On page 3 of your statement you referred to the survey 
made by the United States Department ‘of Agriculture Program 
Appraisal and Audit Division in which they seem to have selected 
51 schools and 13 institutions as a cross section to determine the profit 
that was made. Then you break down and show that the profit is 
very considerably exaggerated, based upon the overall records—in one 
instance, per delivery stop, they show a profit of $283, whereas the 
average revenue per delivery for the 20 months’ period, was $25.89. 

Instead of being a very large overall profit your records show : 
profit of a little less than $900,000, for the period. 

Mr. Dunpar. Yes, sir. 

Mr. Reece. As I understand, all the facts were available, I was 
wondering why 51 schools were used where they undertook to arrive 
at an estimated profit. You wouldn’t know that, of course, I am 
merely making that by way of a query on my part. However, the 
question I did want to ask is this: Your audit shows you made a 
profit of $199,000 out of this operation. You also stated that it was 
necessary to acquire a very considerable quantity of equipment espe- 
cially adapted for hauling these perishable commodities, which you, 
of course, had not had in quantity. 
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Now that the contract has ceased, you have that equipment on your 
hands. Dunbar & Co. has. 

Mr. Dunsar. Yes, sir. 

Mr. Reece. Do you have an estimate of the amount of that equip- 
ment? The value of it? Is it a considerable volume of equipment in 
dollars and cents? 

Mr. Dunpar. I believe my auditor can answer that. 

Mr. Reece. In determining the profit it seems to me that becomes 
rather important. All of us know who have had any experience, and 
those of us who haven’t had experience know that when you go to 
disposing of secondhand equipment, it has to be disposed of, ordi- 
narily, at very greatly reduced prices, and below what the ordinary 
depreciation on it might have been. 

Mr. Dunrar. It would be pretty hard to determine what loss it 
would be until we find out what the market is for that particular 
equipment. 

Mr. Reece. But, the volume of equipment that you—the dollar vol- 
ume of equipment that was necessary, in order to deliver, or set up 
this delivery program, that is what I was really getting at. 

Mr. Dunpar. Yes; there will be a loss on it. 

Mr. Scuussetz. The volume will be somewhere in the neighborhood 
of approximately $130,000 to $140,000 worth of equipment. Offhand 
I could get you the figure, but he has approximately that much equip- 
ment. In fact, we have some pictures of equipment here, if you wofild 
like to see the size and the type of equipment that was used. 

Mr. Reece. That is responsive to my question. I was wanting to 
get some idea about the amount of equipment that you did have to 
have for this purpose. The auditor has answered the question. He 
said about $140,000 or $150,000. 

Mr. Founrain. Mr. Murray, did you have a question ? 

Mr. Mvrray. No; I have no questions, Mr. Chairman. 

Mr. Fountrarn. Members of the committee, I have a series of ques- 
tions which will concern the charges, the profits, the expenses, and so 
forth. It may take some time. I understand Mr. Dunbar has some 
others here with him who either want to testify, or who are available 
to the committee for questions. 

The postal pay bill is being considered and will be debated this 
afternoon and I assume acted upon. 

What is the pleasure of the committee? It may be difficult to keep 
a quorum here, and I would like to know what the pleasure of the com- 
mittee is, with respect to whether we should proceed on this afternoon, 
or whether we should adjourn until tomorrow morning. 

Mr. Krurcer. As far as I am concerned, Mr. Chairman, I would like 
to be on the floor of the House when this bill is considered. 

Mr. Reece. As I understand, the nature of the rule is such that. we 
will move pretty fast over there, in voting on the amendments. I am 
inclined to think it is going to be pretty difficult to sit during the pro- 
ceedings over there and be present. 

Mr. Fountarn. Without having to rush here. 

Mr. Reece. Without having to rush. 

Mr. Fountarn. How do you gentlemen feel about it ? 

Mr. Dawson. I suggest we adjourn until tomorrow morning. 
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Mr. Horrman. In view of the fact that they are here and we are 
going to be rushed tomorrow, could we hold an evening session? 
Would it be convenient to the members ? 

Mr. Reece. Of course, these young people have no aversion to an 
evening session. 

Mr. Horrman. We have no antiquated ideas. 

Mr. Reece. Instead of an evening session, what would you think 
about meeting earlier in the morning. 

Mr. Horrman. I don’t care, just so we get through. 

Mr. Reece. I don’t much like to work in the evenings. 

Mr. VotosHen. Could we go any further today? One of the men 
is about to get married in the next day or two and we would like to 
release him. 

Mr. Fountain. We understand he is to be married Saturday. That 
is the reason we had this hearing this week, which wasn’t really the 
most convenient time for us to have it. 

Mr. VoLosHEN. We will go along with whatever the committee says. 

Mr. Reece. Couldn’t we say if the postal bill gets acted upon this 
afternoon, could we possibly meet later this afternoon at the call of the 
chairman ? 

I think we will be out of there by 3 o’clock. 

Mr. Fountain. Why not adjourn until 3 o’clock, and then we may 
get quite a ways further. 

Mr. Dawson. If we can’t do it, we will send word over. 

Mr. Horrman. Did you want these pictures offered as exhibits ? 

Mr. Puiutrs. Yes, sir. 

Mr. Fountain. Without objection, these pictures will be offered as 
exhibits and this committee will stand adjourned until 3 o’clock this 
afternoon. We will meet here again at 3 o’clock this afternoon. 

(Whereupon, at 12:15 p. m., the committee adjourned to reconvene 
at 3p. m., the same day.) 

(The material referred to appears in appendix as exhibit 1J, pp. 
512-516.) 

AFTERNOON SESSION 


Mr. Fountar1n. The subcommittee will come to order. 

Are there any questions which any of the members of the com- 
mittee want to ask relative to the subject matter of questions this 
morning ? 

Mr. Hottzman. I have just one question, Mr. Chairman. 

Before we recessed, there was much to-do about the fact that there 
would be depreciation and obsolescence and as a result of it your 
margin of profit would accordingly be decreased. Do you recall 
that testimony, Mr. Dunbar? 

Mr. Dunpar. Yes, sir. 

Mr. Houtzman. In spite of that you elected to cancel the contract ; 
did you not ¢ 

Mr. Dunpar. Yes, sir. 

Mr. Reuss. You spoke in your testimony, Mr. Dunbar, about having 
talked to people on the Chicago Board of Education with respect to 
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your carrying contract at the time that you were negotiating with 
Mr. Nickell in 1 respect to that contract. Is that corr ect? 

Mr. Dunpar. Yes, sir. 

Mr. Reuss. Whom did you talk to on the Chicago Board of 
Education ? 

Mr. Dunsar. Frank Washam. 

Mr. Reuss. And his position is what ? 

Mr. Dunsar. Hestill is director of the school lunchrooms. 

Mr. Fountain. Mr. Dunbar, after you entered into your agree- 
ment with Mr. Nickell representing the State of Illinois, you con- 
tinued to operate as an individual until December 31, 1952. Is that 
right? 

Mr. DunsBar. Yes, sir. 

Mr. Fountarn. Then, during the year ended December 31, 1953, 
achange wasmade. What was the nature of that change? 

Mr. Dunzar. Partnership. 

Mr. Fountain. Who were the members of that partnership ? 

Mr. Dunsar. Joe A. Dunbar and then James W. Dunbar, Jr., later. 
He was in the armed service. 

Mr. Fountatn. Who is Joe A. Dunbar? 

Mr. Dunzar. He is my nephew. 

Mr. Founrarn. Whois James W. Dunbar, Jr. 

Mr. DunsBar. My son. 

Mr. Fountatn. When did James W. Dunbar, Jr., come into the 
picture ? 

Mr. Dunpar. In January of 1954. 

Mr. Founrarn. Now the representatives of the General Account- 
ing Office, in their report of the survey they made in your office from 
vour books a few days ago, noted a transaction which they said from 
all appearances at the time changed the profit-sharing arrangement 
for 1953. They made mention of the fact that in April 1954 a check 
for $11,500 payable to Joe A. Dunbar, endorsed by him, was deposited 
in the bank account of the Dunbar Building Co. C an you explain 
that transaction ? 

Mr. Dunpar. Yes, sir. I borrowed the money from him. It was 
his earnings and deposited money in the Dunbar Building account. 

Mr. Founratn. Did you deposit the money in the Dunbar Building 
account ? 

Mr. Dunpar. Well the office manager did. I think our accountant 
can explain that. 

Mr. Fountain. Well I would like for you to give me the best ex- 
planation that you can, and if you cannot we will let the accountant 
give any further explanation of that transaction. 

Mr. Dunpar. Yes; I borrowed the money from him. 

Mr. Fountarn. Now, did you execute a note to him at the time? 

Mr. Dunpar. Not at that time; no. 

Mr. Fountarn. How long was it before you executed a note? 

Mr. Dunswar. After the auditors were there. 

Mr. Founratn. After the auditors from Washington were there? 

Mr. Dunsar. Yes, sir. 
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Mr. 
made ? 

Mr. Dunpar. Possibly a year. 

Mr. Founrarn. In April of 1954 Joe Dunbar drew $11,500 from 
Dunbar & Co. Was that part of his profit? 

Mr. Dunsar. That was a part of his share; yes. 

Mr. Founrarn. A check for $11,500 was made pay: able to Joe? 

Mr. Dunpar. Yes, sir. 

Mr. Founvatn. And the check was deposited in the bank aceount 
of Dunbar Building Co. ? 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. Do you know who deposited that check ? 

Mr. Dunpar. Well it was our office manager who takes care of the 
deposits every day. 

Mr. Founrarin. Did Joe Dunbar deliver that check to your office 
manager ¢ 

Mr. Dunpar. He endorsed it. 

Mr. Founratn. He endorsed it? 

Mr. Dunpar. Yes. 

Mr. Founrarn. Was your Building Co. in need of funds at that 
time ¢ 

Mr. Dunwar. Yes; it was. 

Mr. Fountain. You are the owner of the Dunbar Building Co. ? 

Mr. Dunpar. Yes, sir. 

Mr. Fountarn. Does anyone else have an interest in it ? 

Mr. Dunpar. Yes, my son and my wife. 

Mr. Founrarx. When did they come into the picture? 

Mr. Dunpar. July 1, 1954. 

Mr. Founrary. You are the principal owner of Diiitlas Building 
Co., are you not ‘ 

Mr. Dunspar. Yes, sir. 

Mr. Fountarn, What is your share of the ownership ? 

Mr. Dunsar. In the corporation, sir? 

Mr. Fountain. Yes, in the building corporation. 

Mr. Dunpar. Ninety-eight percent. 

Mr. Fountatn. And you yourself were not in position to loan the 
company any money ¢ 

Mr. Dunpar. Not at that particular time. 

Mr. Founratn. Does Joe Dunbar have any income other than the 
income which he receives from Dunbar & Co. ? 

Mr. Dunpar. He has some property in California. I have heard 
him mention it. 

Mr. Fountarn. Do you know what the nature of his interest in 
California is? 

Mr. Dunzar. I couldn’t say; it is a dwelling house, I am pretty sure. 

Mr. Fountain. I noticed that on August 19, 1954, before entr y was 
given effect to the incorporation of Dunbar & Co. on the records 
and on the ledgers, the amount of capital stock was reduced from 
$100,000 to $60,000, not that there is anything unusual about that, but I 
wonder if you would explain why that took pl: ice. 


Fountarn. How long was that from the time the loan was 
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Mr. Dunsar. I think my auditor could explain that. I am not very 
good in explaining figures in corporations. 

Mr. Scuussete. The two corporations, Dunbar & Co. and Dunbar 
Building Co., were formed ist of July 1954, and the amount of 
capital stock that would be issued would be that in return for the 
assets which would be turned over by the partners’ respective share of 
the capital—excuse me, the amount of capital stock could not be de- 
termined until we knew the value of the assets to be turned over. 

The attorney, in drawing or in recording the incorporation with the 
State, informed the State that $100,000 in capital stock would be issued 
in Dunbar & Co., whereas the fact was we did not have that many 
assets to justify $100,000 worth of capital stock. So that, since the 
report had already been made to the State that $100,000 had been 
issued, the only alternative we had was to say that we canceled $40,000 
and that $60,000 was the value of assets to be turned over for capital 
stock. 

Mr. Fountain. And Mr. Dunbar, when you incorporated you in- 
corporated both of these companies in the State of Delaware. Is that 
right ? 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. Why did you happen to choose the State of 
Delaware ? 

Mr. Dunpar. At the advice of my auditor. 

Mr. Founrarn. Well, did he discuss with you the advantages of 
incorporation in the State of Delaware? 

Mr. Dunpar. Yes. 

Mr. Fountarn. What were some of those advantages ? 

Mr. Dunsar. Well I think he could explain them better than I 
could. 

Mr. Founratn. Did he tell you what those advantages were? Did 
he tell you you would be able to save some money in taxes, and there 
is nothing wrong about that if you can do that ? 

Mr. Dunpar. Yes; he said I could save money in taxes. 

Mr. Founrarn. Anything else? 

Mr. Dunsar. Not that I recall at this moment. 

Mr. Fountatn. Did he discuss with you the service of process or 
anything of that kind in the event of litigation ? 

Mr. Dunpar. No. 

Mr. Horrman. May I inquire what difference it makes what State 
he incorporated in? 

Mr. Fountatn. Mr. Hoffman, if during all this hearing, I, as chair- 
man asking questions, am going to have to explain to members of the 
committee the questions, I do not think we will ever get through. 

Mr. Horrman. Well you might be right about that. But at the 
same time, it would seem to me that members of the committee are 
entitled to know the pertinency of the questions, at least as I assume 
the man was entitled to incorporate in any State where he could 
qualify. Now, if this committee has jurisdiction over the motives 
or the right to inquire into the motives of a man when he selects the 
State where he wants to be incorporated, if that is your ruling, | 
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cannot prevent the asking of the question or the drawing of any 
unfair implication from the fact that it is asked. 

I challenge the jurisdiction of this subcommittee or of the full 
committee to, in a matter like this, even make inquiry into the motives 
which actuated an individual when he followed a legal procedure. 

Mr. Fountatn. Well, in this particular situation it seems to me 
that any circumstances which would throw light on these operations 
would be pertinent. 

Mr. Horrman. I agree with you. But what I was trying to find 
out for my own information was what particular light would you 
get from this knowledge of the State where he incorporated ? 

Mr. Fountarn. I will be glad to discuss it with you after the 
hearing and give you my opinion, but I do not think we ought to 
take the time of this committee to go into our personal opinion as 
to what it might show. 

Now, at the time the representatives of the General Accounting 
Office were in your office, what equipment did you have? 

Mr. Dunpar. What particular kind of equipment? 

Mr. Fountatn. Well, rolling equipment, trucks, tractors, refrig- 
erator units. What did you have just a few weeks ago? 

Mr. Dunsar. I think there were seven straight jobs, that is a 
straight truck—just a straight truck with a body on it that does not 
pull a trailer, and 13 trailers. I think it was nine tractors that pull 
the trailers. 

Mr. Fountarn. Did you have more equipment last month than 
you had, say, a year ago or had you had to get rid of some of it? 

Mr. Dunpar. No; I think we have only got rid of one trailer. 

Mr. Fountain. I see. But most of your equipment was acquired, 
say, from 3 to 10 months after you signed the contract with Mr. 
Nickell ? 

Mr. Dunszar. Pertaining to this contract, yes. 

Mr. Founrarn. And, of course, it was for the purpose of carrying 
out this contract that you made these substantial purchases? 

Mr. Dunsar. Yes, sir. 

Mr. Fountatn. Now, what kind of arrangement, Mr. Dunbar, did 
you have with your subcontractors—how they were to operate, how 
they were to be paid and the amount they were to be paid? 

Mr. Horrman. Pardon me. At the risk of being out of order, 
what does that refer to—to subcontracts in connection with the 
distribution of food ? 

Mr. Fountain. Well that is what we are talking about. 

Mr. Horrman. I don’t know; we have been in a lot of other busi- 
ness too. He was not incorporated in Delaware in connection with 
the distribution of food in the State of Ilinois. 

Mr. Dunpar. I have some maps here I can pass around to the 
committee where I think I can explain it. 

(The map is as follows:) 
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At the start of the State plan of operation we had four bases in 
Iihnois which caused quite a bit of confusion in our inventory, or 
running out of one product in one warehouse and being over in another 
waherouse with the same product. So we broke it down into three 
base points, Chicago, Springfield, and Anna, Ill. The reason for 
Chicago and Springfield was they were the only two places we could 
get freezer and cooler storage in quantity. In Anna, with the red mark 
there bordering the top of, I think, 14 or 16 counties, we made arrange- 
ments with the electrical people to put in a transformer and we would 
haul the refrigerated commodities to Anna and, in turn, the subcon- 
tractor would haul out of these trailers for his deliveries. ‘There 
were a lot of hills and we had to use certain types of trucks down 
there that would not be permissible to go over secondary roads in 
the type of roads we had to travel. The Spr ingfield area we covered 
from the bottom red line to the top. 

Mr. Founrarn. You are talking about your subcontractors now, o1 
are you talking about your own operation / 

Mr. Dunpar. The overall operation. Maybe I am getting off the 
question. 

Mr. Founrarn. I was interested in finding out just what kind of 
contract you had with the subcontractors; what they were to receive. 

Mr. Dunrar. The part in southern Llinois is the part I wanted to 
explain, where we had to haul it to them for them to rehaul. We 
had a rate with them at one time. 

Mr. Fountain. Did you have a flat rate for 100 pounds? 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. Do you know what that was? 

Mr. Dunpar. It was $1.05 or $1.15. 

Mr. Fountatn. I am sorry; I did not get your answer. 

Mr. Dunpar. It was $1.15 from January to June 1954 and $1 from 
July to December 1954. 

Mr. Founrarn. And Dunbar & Co. made billings to and collected 
the charges from all recipients for the distribution of these com- 
modities ¢ 

Mr. Dunpar. Yes, sir. 

Mr. Founrarn. The subcontractors themselves did not make any 
collections ? 

Mr. Dunsar. No; they just delivered the merchandise. 

Mr. Founrarn. You simply paid them for their services when 
they were completed ? 

Mr. Dunsar. Yes, sir. 

Mr. Fountarn. I notice in the GAO report of survey which was 
made following the visit of the representatives from the GAO just 
a week or so ago, it is reported that the total poundage hauled by all 
of your subcontractors was 21,088,288 pounds and the total hauled 
by Dunbar & Co. was 20,338,987 pounds, making a total distribution 
of 41,427,275 pounds through February 28, 1955. Is that right? 

Mr. Dunpar. I do not have the figures here in front of me. 

Mr. Founrarn. Well, is that approximately correct ? 

Mr. Dunpgar. I do not think so. 

Mr. Fountratn. I might say the point I am getting at is these 
figures indicate that all of your subcontractors together actually hauled 
more than you did with your own facilities. 
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Mr. Dunsar. Well, the subcontractors we considered were in south- 
ern Illinois and in the Chicago area. We had tractors hired to pull 
our trailers that you might consider a subcontractor which he did 
not classify. 

Mr. Founratn. I notice the amount paid to the subcontractors for 
hauling was $203,354. You might relate that to your total revenue 
of $1,367,766 according to your books. 

Mr. Knox. I havea ‘question, Mr. Chairman. 

Mr. Dunbar, on this question of poundage that was carried by your 
subcontractors and was carried by your own operations, as I_under- 
stood you to say that the subcontractors operated in southern Illinois 
in the vicinity of Chicago? 

Mr. Dunpar. No. They operated in southern Illinois from the 
red line down on the map, and the red line up to the top. 

Mr. Knox. Well, was this the only area that was covered by subcon- 
tractors ? 

Mr. Dunpar. Yes, sir. 

Mr. Knox. Then there is a question of mileage, a differential in 
mileage for the balance of the State than there was in this small por- 
tion of the State where your subcontractors hauled ? 

Mr. Dunsar. Yes, sir. 

Mr. Knox. In other words, you had greater mileage with your 
own trucks than what your subcontractors had regardless of poundage 
that was carried by your subcontractors? At least I would take that 
from your map. 

Mr. ScuussE.te. May I expand on that a little bit. 

That is true. The bulk of the mileage was covered by Dunbar & Co. 
because the subcontractors only had the smaller area. 

Now I am not sure, but I believe the figure that Mr. Fountain is 
not including is the hire of certain tractors to pull Mr. Dunbar’s 
trailers in his own area as well as the fact that transportation is but 
one part of this contract, and the subcontractors had no cost of ware- 
housing or administration on this point. We did all of the billing, all 
of the collec ‘ting, all of the allocation, and they merely delivered 
poundage in their area. 

Mr. Knox. Well now what I wanted to clear up was this question 
relative to the amount of poundage that has been carried by subcon- 
tractors, the amount of poundage that was carried by the Dunbar Co. 
To me I do not think it is truly relative to the question of operations 
because of your mileage that is involved. In other words, if you 
covered all the rest of the State with your own equipment your mileage 
would be much greater regardless of the poundage that you carried 
than the mileage would be in this small portion of the State regardless 
of their poundage. That was what I was trying to develop, as to the 
amount of miles that would be involved and the cost of that operation 
in this part of the State was not comparable to the cost of the operation 
in the small portion of the State. 

Mr. Scuvssetp. I believe that is true, because the bulk of the popu- 
lation in the State, approximately 40 to 50 percent is in Cook and 
Lake Counties, and that was handled by subcontract where the large 
volume would be delivered. 

Mr. Knox. That is what I wanted to try to clear up. 
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Mr. Horrman. This question is directed to either Mr. Dunbar or 
your counsel. Is there anything in your contract which prohibits 
vour hiring somebody else to do a part of the work? 

Mr. Dunsar. No, sir. 

Mr. Horrman. As a matter of fact, it was almost imperative for 
you to do that, was it not? 

Mr. Dunrar. It was, sir, to give proper service. We were always 
rushed for time on account of the requisitions coming in late from 
the different schools that would get lost, and we would have to call 
and make different inquiries to get them in to get the freight bill off 
the requisition and get it properly processed to make the routes up. 

Mr. Knox. Well, in your business operations, as far as the practice 
was concerned in your business, was it ever to your advantage that 
you had a trip lease on a truc "k for the carrying of surplus com- 
modities ? 

Mr. Dunpgar. Oh, yes. 

Mr. Knox. And that was purely good business practice because of 
the fact that this truck was coming back empty and they could carry 
your commodities possibly ‘at a lower rate than what you would have 
to pay under a normal subcontractor if he had to operate one way 
without any payload ¢ 

Mr. Dunpgar. No. 

Mr. Knox. What I mean by a trip lease is where a truck is going 
into a certain territory and then returning without a payload. Did 
you have any operations like that, Mr. Dunbar ? 

Mr. Dunpar. There were a few shuffle loads to start with, and all 
through the operation it happened like that. 

Mr. Knox. If you used it, [ commend you for using it as good busi- 
ness practice. I was w onderi ing if you did use it. 

Mr. Dunsar. Not on our regular deliveries. There was a certain 
time we had to deliver—between 8 a.m. and 3 p.m. On days when 
there was a school institute we could not deliver, and we had to watch 
all those different holidays. 

Mr. Fountarn. Mr. Dunbar, the revenues of your various activi- 
ties were kept in separate accounts; is that right ¢ 

Mr. Dunpar. Yes, sir. 

Mr. Founratn. But you consolidated the expenses of your various 
activities ¢ 

Mr. Dunpar. Yes, sir. 

Mr. Fountatn. I see here the figures $1,239,396 for expenses de- 
ducted from a total of $1,625,995, which is the total of revenues from 
the distribution of commodities, fr om your other trucking operations 
and miscellaneous income. How is that brokeri down ? 

Mr. Dunpar. Mr. Schussele can explain that. 

Mr. Fountain. I would like to know, for instance, what expenses 
were charged to Dunbar & Co., what expenses to Dunbar Building Co., 
what expenses did you charge to other trucking operations? “How 
were you able to allocate, to determine which required the greatest 
expense ¢ 

Mr. Dunzar. Dunbar Building Co. was easy to keep the expenses 
separate. 
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Mr. Founrarn. Well, did you keep your expenses separately with 
respect to Dunbar Building C 0. ¢ 

Mr. Dunpar. Oh, yes, sir. 

Mr. Fountatn. In other words, those expenses had nothing to do 
with Dunbar & Co. and your other trucking service ? 

Mr. Dunrar. No, sir. 

Mr. Founrary. But you did consolidate the Dunbar trucking income 
with other revenues, rentals, and things of that kind ¢ 

Mr. Dunpar. Yes, sir. 

Mr. Founrarn. Well, now, getting back to my question, inasmuch 
as you did consolidate your expenses and assuming that not all of 


your expenses should be charged to the food program, it is rather 


difficult to determine just what 9 your profits were from the food-distri- 
bution operations, is it not ? 

Mr. Dunwar. Mr. Schussele can answer that. 

Mr. Scuvsse.e. Sir, we did not claim and we have never claimed 
that all of our expenditures are properly chargeable to this contract. 
I am quite sure, as much contact I have had with it, that that claim 
has never been made. However, it is a difficult problem, and if you 
want to reach a solution as to exactly what the net income from this 
operation or this contract was, some sort of allocation has been made, 
and in my short experience in accounting I am quite sure that we would 
have had as many answers as we would have accountants. The in- 
dependent auditors used one method. I have not seen the audit of 
the General Accounting Office. I do not know what method they 
used. I talked to the men while they were there but I have received 
no indication from them. However, I did take the figures from the 
expenses as shown in the independent audit and make an allocation 
of my own and which I would be only too happy to furnish a copy 
of the thing to the committee. 

Mr. Horrzman. Would you say that we would have as many answers 
as accountants if the question were asked if it were good accounting 
practice to take the overall expense of three corporations and reflect 
it as one against the total income of this Dunbar trucking program ’ 

Mr. Scuusse.x. I do not know that that was done, sir. 

Mr. Horrzman. But you did not allocate the particular items of 
expense to the particular corporation here. Did you allocate it in 
that fashion ? 

Mr. Scuussete. I don’t get the point of the question. 

Mr. Houirzman. Now, in allocating your expense, did you take the 
expenses of the Dunbar Building and apply it to Dunbar Building’ 

Mr. Scrussete. Yes, sir. 

Mr. Horrzman. Did you then take the expenses of the Dunbai 
Trucking and apply it to Dunbar Trucking? 

Mr. Scuvssene. Y es, sir. 

Mr. Hourzaan. Now the overall expense figure, the total expenses, 
have been reflected in what the chairman just talked of. That reflects 
not only the expense of any particular division, the building or truck 
ing company, but all three, is that not so? 

Mr. Scuusse.r. Not in my allocation here, sir. 

Mr. Hourzman. And that is what you just handed us here ? 

(The matter referred to is as follows :) 
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Dunbar & Co., Springfield, Ill—Statement of net income for the 29 months ended 
Feb. 28, 1955 


| Commodity 





contract Other Total 

ReVOUIR aioe eee bose ei dont ce - pon thes $1, 367, 766. 21 $238, 767.46 | $1, 606, 533. 67 

Expenses: 
Allocated direct: 

Warehousing and cold storage. _ _- 5 ; 133, 345. 12 oa 133, 345. 12 

Subcontract hauling- ___- oa4 , 209, 145. 44 a 209, 145. 44 

Insurance _. ; . 6, 048. 92 | 6, 048. 92 

Rent, to outsiders. __- 2, 146. 00 2, 146. 00 

Advertising and promotion ao 5 a 13, 092. 42 | 13, 092. 42 

Travel and entertainment !_- 14, 500. 00 52, 207.01 | 66, 707. 01 

Depreciation . ¥ 50, 028. 56 16, 269. 67 66, 298. 23 

Allocated in proportion to revenues: 

Drivers payroll. _- 152, 355. 74 26, 255. 91 | 178, 611. 65 

Supervisory and office salaries siden 129, 989. 12 22, 401. 41 | 152, 390. 53 

Truck operation and maintenance 163, 683. 93 28, 210. 48 191, 894. 41 

General repairs and supplies -- - 9, 895. 68 1, 705. 35 | 11, 601. 03 

Insurance..-- 7 32, 533. 59 | 5, 606. 61 38, 140. 20 

Rent, to outsiders ; 14, 607. 18 2, 517. 30 | 17, 124. 48 

Rent, to Dunbar buildings Ret aak ‘ a 41, 967. 60 7, 232. 40 | 49, 200. 00 

P ayroll : ind other taxes__- 9, 490. 45 1, 635. 52 11, 125. 97 

Interest ___ Se0 ; 3, 550. 83 611. 93 4, 162. 76 

General and administrative 23, 588. 27 4, 065. 04 oh 3. 31 

Sundry other expenses | 21, 764. 47 3, 750. 74 513. 21 

Otlicers’ salaries 3__._____- a ‘ ‘ 62, 269. 00 10, 731. 00 2 000 00 

Depreciation____ ; 12, 779. 06 2, 202. 25 14, 981. 31 

2 OCGl.46<2. oe : - 4 1, 093, 688. 96 198, 495. 04 1, 292, 184. 00 

Net income before Federal income tax _ _-_- F 274, 077. 25 | 40), 272. 42 314, 349. 67 

Federal income tax_____-_-- ’ ‘ 122, 348. 73 17, 975. 54 140, 324. 27 

Net income aes ‘. 151, 728. 52 22, 296. 88 174, 025. 40 

Percent of gross revenues. -_.-_.-. ‘ 11.10 9. 34 10. 83 





! Travel and entertainment expenses in the amount of $500 per month allocated to the commodity oper- 
sion. 


? Rental for Dunbar buildings adjusted to $1,200 per month through Aug. 31, 1953, and $2,000 per month 
thereafter. 
Otficers’ salaries provided as follows: James W. Dunbar, $1,000 per month; Joe A. Dunbar and James W. 
Dunbar, Jr., $550 per month, 


Mr. Scuusserg. Yes, sir. I am certain that if any of you men have 
had any acquaintance with small business, you realize that possibly 
the best accounting procedures are not always used, and for Mr. Dun- 
bar to have kept his expenses allocable to this contract and each other 
individual contract he may have had, would have cost him extra ex- 
pense and he considered it unnecessary. In fact he did it on our 
advice. 

In this schedule that I have just given you, there are as explained on 
the bottom three adjustments to the expenses as shown in the inde- 
pendent audit. Now, in my opinion those three are necessary in order 
to place the complete operation under this contract on a proper basis. 

As you will see, we have allocated directly to the commodity con- 
tract, the warehousing and cold storage, subcontract hauling, some 
insurance on the commodities in the warehouses, and rent, and the rent 
is merely the rent of our Chicago office. Advertising and promotion 
we have allocated completely against our other business because, of 
course, it was not necessary for us to advertise or attempt to promote 
this business. We already had the contract. Travel and entertain- 
ment we allocated the major portion of to “Other” because that is 
where the major portion of it was incurred. I have chosen the noe 
of $500 a month, which I think is quite small, and I know consideral 
less than the actual cost. The depreciation is the depreciation on x 
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equipment used in this contract. The other depreciation is on the 
other type of trucks in these other types of business. There was such 
a marked distinction in the types there that it was easy to divide it. 
The rest of the expenses are allocated on the basis of gross revenues, 
assuming, the same as the independent audit did, that each dollar of 
revenue would bear its proper proportional share of the expense. 

And then we have the figure of Federal income tax, and come down 
to where the net income from this contract is $151,728.52. 

Mr. Fountarn. Well, I have some more questions about that, but ] 
am interested right at this point in knowing whether or not it is a 
standard practice in the State of Illinois for accountants, when pre- 
paring this sort of report, to take into account in figuring net income 
not only the income tax paid by the corporation but the tax paid by 
every individual stockholder in the corporation. That has been done 
in the independent audit which was sent to us. 

Mr. ScuussE.e. Yes, sir. 

Mr. Fountarn. In order to determine net income your auditor has 
deducted Federal income tax paid or to be paid. He has also de- 
ducted substantial sums of money which were drawn by the three 
stockholders in an effort to arrive at net income for the corporation. 

Mr. Scuussete. Well, sir, I wouldn’t attempt to justify his method 
of preparation of this statement. He has been in the public account- 
ing business much longer than I. Heishere. You can ask him about 
it. Myself, 1 approve of the method. Certainly income tax is a busi- 
ness expense and must, be taken into consideration. 

Mr. Fountarn. Well, do you think that is a proper way of deter- 
mining the net income of a corporation ? 

Mr. Scuussexz. Actually, if we had not incorporated the Ist of 
July 1954, Mr. Dunbar and his nephew and son would have paid 
considerably more income tax than the corporation will pay. The 
amount of net income tax shown here is considerably less than what 
the figure would have been under that. Now what they were at- 
tempting to do was to show to you the net income from this contract. 

Mr. Fountain. The picture of income derived, who derived it from 
these operations, is what he evidently had in mind. 

Mr. Scuusseie. Yes. 

Mr. Fountatn. Now I noticed also that the rent which was paid 
by Dunbar & Co. to Dunbar Building Co. for warehouse and office 
facilities was increased on July 1, 1954, from $600 a month to $2,000 
per month, although the space occupied and the other facilities used 
were apparently unchanged. Mr. Dunbar, can you explain that? 

Mr. Dunpar. We measured the warehousing space that we had 
rented to other tenants, took the lot room that they used in the lot, 
the bare lot, you know, for outside storage of trucks, and our office 
space, and we arrived at that figure of rent of $2,000 per month, which 
was thought to be a fair figure. 

Mr. Fountarn. When did you arrive at the $600 figure ? 

Mr. Dunpar. Well, we had built some more addition on to the 
warehouse in July of 1953. 

Mr. Fountarn. Well, was the space increased or were the facilities 
increased so as to justify an increase of from $600 a month to $2,000 
a month? 

Mr. Dunpar. Yes; it was, but it was not raised until we incorporated. 

Mr. Founrarn. Was not raised until you incorporated ? 
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Mr. Scuusse.z. Could I amplify that, sir? 

In 1952 Mr. Dunbar operated as an individual, as has been testified 
to, in which case he did not pay from his trucking company into his 
building company any rent. As I told you, in a small business that 
is quite often the practice. So when he went into the partnership 
with his nephew we had to arrive at some amount, and I asked him 
what he thought it should be, and he said, “Oh, just use $600.” That 
went on for about 7 months, during which time then one of his build- 
ings went down and he took over that space; I mean the building that 
he had rented burned down. He built some additional space, and we 
did nothing about it until the time came to incorporate and we were 
going to have two separate entities. I insisted that he make an analysis 
of the thing and compare the rent he was receiving from his other 
property and the amount ought to be in line, in which case then the 
July 1 figure was arrived at at $2,000. 

Mr. Fountain. And, too, since the other business was not quite as 
prosperous as was Dunbar & Co., from a tax standpoint it would be 
helpful to be a little bit more accurate in determining what a reason- 
able rent would be ? 

Mr. Scuussete. That is right, sir. 

Mr. Founrarn. I noticed on the statement of assets and liabilities 
from June 30, 1952, through February 28, 1955, which is exhibit A-1 
in this report of survey of the General Accounting Office representa- 
tives, investment in Pacific Mining Industries, Inc., by Dunbar & Co 
to the extent of $5,000. What is the nature of that investment, Mr. 
Dunbar ? 

Mr. Dunpar. It was a stock that 4 or 5 gentlemen and myself went in 
on, and after we incorporated it was charged to my personal account. 
Mr. Founta1n. In other words, you reimbursed the corporation ? 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. By paying the $5,000? 

Mr. Dunsar. Well it was charged to my drawing. 

Mr. Fountain. Did you bring that check along with you? 

Mr. Dunrar. Yes, sir. 

Mr. Fountain. Would you let us see it, please? 

Dunbar & Co. check No. 3855 dated April 20, 1954, to F. O. Washam. 

Mr. Horr. Mr. Chairman, might I say something as counsel for 
Mr. Dunbar at this time ? 

Mr. Fountain. Would the gentleman speaking please identify 
himself ? 

Mr. Horr. I am Mr. Hoff. 

Mr. Founrtarn. Mr. Hoff, it is up to the committee, but it has been 
our practice in committee hearings, in the interest I imagine of saving 
time, to receive testimony only from the witness. The witness, of 
course is entitled to the advice of counsel during the course of his 
testimony. But it has not been our custom, as I understand it, for 
counsel to make comments and speeches or to testify. 

Mr. Horr. It is not a matter of wanting to make a speech. 

Mr. Horrman. That is true, Mr. Chairman, but committees have 
always received any objections to any procedure or any testimony; 
at least, that has been my experience. 

Mr. Fountain. If he wants to object he can object. 

Mr. Horr. With all due courtesy to the committee, we are here to 
help the committee in every way we can to get the information per- 
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taining to and which is relevant to this contract. Yet I feel that the 
interrog: ition that is going on now about investment in some other 
company is wholly irrelevant to the subject matter of this investiga- 
tion. I cannot see where an investment that Mr. Dunbar may make 
that has no connection whatsoever with this contract could be relevant 
under this consideration, and I just rose to courteously protest going 
into any matters that are not relevant to the subject matter of this 
investigation, which, I understand, is whether or not there has been 
excess of profits here. That is my purpose of rising at this point, sir. 

Mr. Fountarn. Mr. Hoff, of course, in an effort to determine 
whether this program cost too much we have necessarily got into a 
question of determining whether or not Dunbar & Co. made excessive 
profits. We are making an effort to determine what the expenses of 
the company have been and whether or not all of those expenses might 
be considered legitimate expenses. This check is shown as having been 
issued on Dunbar & Co. and I asked the question, to find out just what 
it was. 

Mr. Horr. If it has any connection with this contract then I would 
say it could be relevant. However, if it has no connection with this 
contract, I cannot see how it could be relevant to the subject matter 
of this inquiry. 

Mr. Founratn. It may be that his explanation of it will show that 
itis not relevant; I do not know. It is a check drawn on Dunbar & Co. 

Mr. Horr. That is true and 

Mr. Fountatn. He says he later reimbursed Dunbar & Co. inas- 

uch as it was intended as a personal transaction. 

“ibe: Scuussete. Mr. Chairman, it was never charged as an expense. 
It was taken out and charged against Jim Dunbar personally. It 
was never utilized as an expense of Dunbar & Co. 

Mr. Reuss. Mr. Chairman ? 

Mr. Founratn. This check also, Mr. Hoff, was made payable to an 
individual who has charge of the food distribution program within 
the city of Chicago. 

Is that not right ? 

Mr. Horr. That is correct. 

Mr. Founrarn. That was another reason for asking the question, 
inasmuch as Mr. Washam has the responsibility for food distetien: 
tion within the city of Chicago, at least, the responsibility of work- 
ing with Mr. Dunbar. We are interested in determining the relation- 
ship between the parties and so forth. 

Mr. Votosuen. Mr. Chairman, with all due respect to counsel, Mr. 
Dunbar would like the opportunity to explain about this check. He 
certainly wants to explain it to the committee. 

Mr. Founrarn. I thought that he would. 

Mr. Dunpar. I did give that check, which was later charged to my 
drawing account. 

Mr. Founrarn. I understand that you withdraw the objection ? 

Mr. Horr. Under that circumstance; yes. However, I still would 
protest going into anything following up any procedure of some- 
thing that is shown not to have any connection with the subject 
matter. 

Mr. Fountatn. We will pass on that when we get to it. 

Mr. Horrman. Mr. Chairman, if the purpose of the committee is 
to discover whether or not an excessive sum was paid for the distri- 
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bution of food to the food school program, lunch program, that is 
one thing. If the purpose is to discover whether or not Mr. Dunbar 
made an excessive profit out of that distribution in my opinion any- 
way, the committee has no authority to determine whether a man did 
or did not make an excessive profit. 

I can understand why, where the Government money comes into it, 
then to advise the Department of Agriculture or the department of 
the State of Illinois, which administers the program—it is some of 
our business. However, I do not see where this committee has any 
authority to say or to write a report that an individual dealing with 
the Government did or did not make an excessive profit unless there 
is some Government legislation as to renegotiation, which there is not 
in connection with the school program, if I understand it correctly. 

Mr. Houtrzman. Mr. Chairman, I think the gentleman from Michi- 
gan will recall that we agreed that the inquiry was directed into 
whether or not excessive rates were charged rather than whether or 
not an excessive profit was made. 

However, the intent of the Congress in enacting this legislation is 
also rather cle: ar, and I think the law specifically states that an inordi- 
nate profit should not. be made on the school-lunch program. 

Therefore, basically, I would say our inquiry is directed into the 

rates, whether they were exorbitant, whether they were fair. Of ne- 
cessity, we are going to touch on profit. 

Mr. Horrman. E very counsel who has appeared here so far, as I 
recall, has frankly admitted that, under the law and the construction 
that the administration has given to it, the departments have given 
to it, the excess profit or that nonprofit feature applies only to the 
dealings of the State. It has nothing to do with commerci ial activi- 
ties because they expressly state that the people who deal with it 
commercially, of course, make a profit. Otherwise, they cannot pay 
taxes. 

Mr. Hourzman. Of course, we expect that. However, Mr. Dunbar 
is acting in the capacity of an agent for the State. 

Mr. Founrar. Go ahead, Mr. Dunbar, you were about to make a 
statement. 

Mr. Dunsar. This check was made out to F. O. Washam, special ac- 
count, and deposited that way. And I received stock in the amount 
of that money for purchase of the Pacific Mining Industries, Inc. 

Mr. Fountatn. What is Pacific Mining Industries? 

Mr. Dunsar. Well, it is an invention that a gentleman in Terre 
Haute, Ind., in Fort Wayne, Ind., and in Monroe, Wis., and Mr. 
Washam and myself and another gentleman thought we could make 
some money out of. It is a machine that takes the gold dust away from 
the regular tailings of the gold mine. 

Mr. Founrarn. Where is it located ? 

Mr. Dunpar. It is located in Oregon. 

Mr. Fountain. And Mr. Washam is president of the company ? 

Mr. Dunpar. Yes, sir. 

Mr. Founrarn. And he is the supervisor of the school lunch pro- 
gram in Chicago; is that right ? 

Mr. Dunzar. I do not know what his title is—director of school 
lunch. 

Mr. Founrar. I think it was for a lot of reasons, which I won't 
take time to explain; but I think it was fair to you to ask you this 
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question and give you an opportunity to explain that transaction. 

Mr. Dunrar. I assure you, it did not have anything to do with the 
school lunch program. 

Mr. Fountarn. Inasmuch as Mr. Washam is connected with the 
school lunch program and so are you—— 

Mr. Horrman. Might I ask him one question there, Mr. Chair- 
man ? 

Mr. Fountain. Excuse me, go ahead. 

Mr. Horrman. What was the amount of that check ? 

Mr. Dounpar. $5,000. : 

Mr. Fountain. Have you received any dividends? 

Mr. Dunpar. No. I have paid some more money into it personal- 
ly. We hope it works. 

Mr. Horrman. Mr. Dunbar, have you any other business trans- 
actions with anyone else who is in any way connected, either in the 
growing or the supplying of food, for the school lunch program ? 

Mr. Dunpar. No, sir. 

Mr. Horrman. Are you sure? 

Mr. Dunpar. Positive. 

Mr. Horrman. Don’t you know some farmer who may have con- 
tributed eggs, butter, or milk or something to the school lunch pro- 
gram with whom you also do business ? 

Mr. Dunpar. Well, I never checked that far back. 

Mr. Fountarn. Mr. Voloshen? 

Mr. VorosHen. Mr. Chairman, would you like to look at the stock 
certificates and the canceled check ? 

Mr. Dunpar. Mr. Chairman, Mr. Washam has been my friend 
before we ever got into the school lunch program and so are these 
other gentlemen who are in the same company. 

Mr. Horrman. Did you ever have any business transactions with 
any of them before you got into the school lunch program, do you 
know ? 

Mr. Dunsar. Well, in a small way. 

Mr. Horrman. Did you ever entertain them socially? I am in- 
quiring into the degree of your friendship now. 

Mr. Dunpar. Oh, yes. 

Mr. Horrman. Was he a good friend, casual friend, a business 
associate ? 

Mr. Dunpar. He is a good friend. 

Mr. Founratn. Mr. Reuss, I believe you had some questions you 
wanted to ask at this point. 

Mr. Reuss. At this point; yes. 

The total revenues under the commodity contract, as I understand 
the audit breakdown just furnished us came, over the 29-month period, 
to $1,367,766. Is that correct? 

Mr. Dunsar. Yes, sir. 

Mr. Reuss. Of that one-and-a-third-odd million, how much of that 
was paid by the Chicago school system ? f ; 

Mr. Horrman. Mr. Chairman—pardon me—may I interrupt just 
a second? We had a call to go to the floor. Are you going to finish 
tonight ? J t 

Mr. Founratn. We won’t be able to finish; no, sir. We will recess 
shortly. I would like for Mr. Reuss to finish his questioning. 

Mr. Reuss. I think I can finish in 5 or 10 minutes. 
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The question, Mr. Dunbar, was: What was the approximate por- 
tion of that one and one-third million in receipts which was paid by 
the Chicago school system? I would judge it somewhere between 
u third and a half, but I would like your judgment. 

Mr. Dunsar. I would not know the exact figure. There were other 
schools besides the board of education in Cook County and the city 
of Chicago. 

Mr. Reuss. Would you say the Chicago Board of Education’s con- 
tribution was between a third and a half of that total ? 

Mr. Dunpar. I would be afraid to say a figure until it was broken 
down. It would possibly be more than a third: yes. 

Mr. Reuss. A very substantial sum, and around half a million 
dollars ¢ 

Mr. Dunpar. Yes, sir. 

Mr. Revss. The surplus commodities delivered to the Chicago 
Board of Education were laid down by the Federal Government in 
(‘hicago; were they not? 

Mr. Dunpar. Yes. They were shipped to Chicago. 

Mr. Reuss. What was your role with respect to those surplus com- 
modities as far as the Chicago Board of Education was concerned ? 

Mr. Dunpar. Well, they gave us a list of their schools, close to 200, 
and we broke the allocation down for them and received the commodi- 
ties to see what equal distribution in the way of allocation we could 
make which was under the State and Federal supervision. In other 
words, it would be so many ounces per child per month, or so many 
pounds per month per child. Those had to be broken down on the 
population of the different schools. 

Mr. Reuss. What I am getting at, Mr. Dunbar, is since the Federal 
(sovernment laid down the commodities in Chicago and since the 
Chicago schools are, of course in Chicago, there was not any hauling 
that you had to do, was there? 

Mr. Dunpar. Yes; there was some hauling. 

Mr. Reuss. But it was all in Chicago? 

Mr. Dunpar. Well, they did not have storage for a month’s supply, 
so they took a weekly. In other words, they took a transfer of title 
on certain commodities, and it was delivered to them once a week. 

Mr. Reuss. And did you store others prior to delivery ? 

Mr. Dunsar. Oh, yes, sir. 

Mr. Reuss. But the hauling was all in the city of Chicago, 
obviously ? 

Mr. Dunzar. Of the board of education. 

Mr. Reuss. Yes. 

Mr. Dunpar. Yes; of the Board of Education of Chicago. But 
there were other schools in Chicago. 

Mr. Revss. But the Federal Government delivered surplus com- 
modities that were to be used in the Chicago schools to Chicago for 
you. You did not have to do that; isn’t that correct? 

Mr. Dunpgar. No, sir. 

Mr. Reuss. Your answer is that the Federal Government did deliver 
those commodities to Chicago ? 

Mr. Dunpwar. They delivered them to any rail site we wanted them 
in Illinois. But once in a while we had run out of a different com- 
modity and we would have to transfer it back and forth in what we 
call shuffle loads from Springfield to Chicago or vice versa, 
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Mr. Reuss. The Chicago school system, however, had to pay, under 
the so-called equ: alization system of the plan of operation, the same 
average hauling and administr: ution charge which all other recipients 
thr oughout the State hi id to pay; is that correct ? 

Mr. Dunpar. Yes, sir. 

Mr. Reuss. Had you not used that basing point system and had 
another system been used whereby Chic: ago paid only for the limited 
amount of trucking that was necessary in view of the fact that the 
Federal Government delivered the commodities to Chic: igo and it was 
only a matter of hauling them around in Chicago, Chicago’s payments 
for transportation would, obviously have been « considerably less than 
they were under under the equalization plan. Is that not true? 

Mr. Dunpar. They would have a lot of hidden cost. They would 
have to do practically the work we would have done in the way of 
allocation. 

Mr. Reuss. Perhaps you did not understand my question. I will 
repeat it. 

The plan you used was an equalization plan throughout the State 
so that a school district which required a truck haul of many hun- 

dreds of miles paid the same cost as a school which required a truck 
haul of only 5 miles? 

Mr. Dunpar. Yes, sir. 

Mr. Reuss. And by and large the Chicago truck hauls were small 
local ones from the warehouse in Chicago to the particular school; 
were they not? 

Mr. Dunpar. Yes, sir. 

However, it took just as long to make those deliveries as it did out 
in your outlying counties for the traffic and hours that you could pick 
up the merchandise at the warehouses, which was only open from § 
until 5 in the evening. 

Mr. Reuss. You mean to say that it cost as much to haul a com- 
modity 2 miles within the city of Chicago as it does to haul it 400 
miles from, let us say, Jo Daviess County to Pulaski County ? 

Mr. Dunpar. Not 400 miles; no. 

Mr. Reuss. Well, however far Jo Daviess County is from Pulaski 
County ? 

Mr. Dunzar. But your loading and unloading is quite a factor, 
and your miles in the way of 2 miles, 5 miles, or 40 miles, is practically 
the same cost because your loading and unloading factor is of great 
cost. 

Mr. Reuss. But isn’t it a fact that the tariffs on file with the proper 
Illinois commission do recognize the mileage factor in the setting of 
rate schedules for truck hauls? 

Mr. Dunsar. Yes, they do. 

Mr. Reuss. Did Mr. Washam, the head of the school-lunch program 
in the Chicago schools, ever protest to you during negotiation of the 
contract that the basing-point system or equalization plan was unfair 
to the taxpayers and the schoolchildren of Chicago in that it com- 
pelled them to pay the same average cost which was required of schoo! 
districts which were remote from the point of origin of the shipments‘ 

Mr. Dunpar. Well, the board of education and the archdiocese and 
the Back of the Yard’s Council were the three biggest users of com- 
modities in the city of Chicago, and their protest was that on the 
former system, that it was first come first served, and there had to be 





W 


ne 


un- 
ack 


vall 


ol : 


out 
yick 


m5 


om- 
400 


ask1 


ctor, 
rally 


real 


oper 
ig ot 


yram 
f the 
nfair 
com- 
shoo! 
ents / 
> and 
com- 
n the 
to be 


DISTRIBUTION OF SURPLUS COMMODITIES 243 


an accountability and proper storage and proper allocation. They 
received a lot more commodities that they could handle better by this 
particul: wr method than they could under the public-aid system method. 

Mr. Reuss. My question was whether Mr. Washam had ever pro- 
tested to you concerning the basing-point or rate-equalization system 
that was embodied in the Illinois plan of operation ? 

Mr. Dunsar. He did say the rate was higher, but the service and 
system was better, and the smaller schools had to be taken into con- 
sideration the same as the larger schools. 

Mr..Revuss. And he never made any protest to you that the Chicago 
taxpayers or schoolchildren were being discriminated against under 
the arrangement ? 

Mr. Dunpwar. No, sir. 

Mr. Reuss. He did not protest either at the time the contract was 
being negotiated or at any time; is that correct ? 

Mr. Dunspar. No, sir. 

Mr. Reuss. In addition to the common stock you own in the com- 
pany called Pacific Mining Industries, Inc., do you own other common 
stock in other corpor ations? I am not asking you what stock, but I 
am just 

Mr. Dunpar. I have some stocks in other companies. 

Mr. Reuss. And, as I understand the purpose of Pacific Mining 
Industries, Inc., it was to produce gold out of tailings of various gold 
mines ¢ 

Mr. Dunpar. The gold was there; we had to prepare a machine that 
would take it out a cheap way instead of just shaking it. 

Mr. Reuss. Mr. Washam is now and has at all times since the or- 
ganization of the company been president of Pacific Mining Indus- 
tries, Inc.; has he? 

Mr. Dunpar. Y es, sir; he and the other gentleman that own it are 
out there now. I probably would have been there if I had not come 
here. 

Oh, has he always been president of the Pacific? 

Mr. Reuss. Yes. 

Mr. Dunpar, Yes, sir. 

Mr. Reuss. Has he received a salary from the company? 

Mr. Dunzar. Not to my knowledge. 

Mr. Ruess. Do you know the extent of his personal investment in 
the company ? 

Mr. Dunzar. I think it is the same that I have. 

Mr. Reuss. $5,000? 

Mr. Dunpar. Well, there is more than that now. I put some more 
personal money in since then. 

Mr. Reuss. Now you have been county probate clerk for the Sanga- 
mon County court for three terms, I believe? 

Mr. Dunzar. Going on my third term now. 

Mr. Reuss. That court has jurisdiction over wills and adminis- 
tration ? 

Mr. Dunpar. Yes, sir. 

Mr. Reuss. Does it have jurisdiction over testamentary trusts? 

Mr. Dunpar. Yes, sir. 

Mr. Reuss. You understand then the fiduciary principle that a 
trustee owes to his beneficiary ? 
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Mr. Dunpar. Yes, sir. 

Mr. Reuss. By reason of your contract with the State department 
of public instruction, you are in a fiduciary position with regard to the 
State of Illinois and its citizens; are you not? 

Mr. Dunpar. Yes, sir. 

Mr. Reuss. And you would consider that Mr. F. O. Washam, be 
cause of his position as head of the school lunch program in Chicago, 
was in a fiduciary position with respect to the Chicago Board of Edu- 
vation and the citizens of Chicago; would you not? 

Mr. Dunpar. Yes, sir. 

Mr. Reuss. Yet you thought it was entirely proper, during the 
pendency of a contract involving the payments of very substantial 
sums of money estimated to be on the order of half a million dollars 
by the Chicago Board of Education, for you to enter into a stock pur- 
chase transaction of this type with Mr. Washam ? 

Mr. Dunpar. I saw nothing wrong with it. He and I were friends 
before the contract came along, and there were other gentlemen in- 
terested in the same thing that we have known for years. 

Mr. Reuss. He was pleased to have you put money in the company 
of which he was president; was he not? 

Mr. Dunsar. He did not approach me first. These other gentle- 
men and I talked about it first and we more or less wished the presi- 
dency off on to him. 

Mr. Reuss. Mr. Washam did not in any way resist your purchase 
of this stock in the company in which he was interested ? 

Mr. Dunzar. He thought it was a good investment, too. 

Mr. Reuss. No further questions. 

Mr. Founra1n. In view of the legislation pending on the floor of 
the House at the present time, I expect we will have to recess until to- 
morrow morning at 10 o’clock. 

The room will probably be changed. It will either be 1501 of the 
New House Office Building or some other room which is a little larger 
if we can arrange it. We will not be able to meet in this room to- 
morrow morning. 

(Whereupon, at 4:35 p. m., the subcommittee recessed to reconvene 
at 10 a. m., Thursday, April 21, 1955.) 
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(Investigation of Distribution Costs of Surplus Commodities 
Donated by the Department of Agriculture to Schools and 
Institutions in Illinois) 


THURSDAY, APRIL 21, 1955 


House or RepresENTATIVES, 
SUBCOMMITTEE ON INTERGOVERNMENTAL RELATIONS, 
COMMITTEE ON GOVERNMENT OPERATIONS. 
Washington, D.C. 

The subcommittee met, pursuant to call at 10:30 a. m., in room 304, 
Old House Office Building, Hon. L. H. Fountain (chairman of the 
subcommittee) presiding. 

Present: Representatives Fountain, Holtzman, Holifield, Hoffman, 
Krueger, Reece, and Knox. 

Also present: James R. Naughton. 

Mr. Founrar. The sube ‘ommittee will come to order. 

Mr. Dunbar, I would like to ask a few more questions relative to 
your association with Joe A. Dunbar and the part he played in your 
operations before going to some other questions. 


FURTHER TESTIMONY OF JAMES W. DUNBAR, SPRINGFIELD, ILL. ; 
ACCOMPANIED BY HALBERT A. SCHUSSELE, CERTIFIED PUBLIC 
ACCOUNTANT; A. R. HEINEMAN, RATE EXPERT; AND WILLIAM 
B. PETTY, CERTIFIED PUBLIC ACCOUNTANT 


Mr. Horrman. Mr. Chairman, before you get to that, I would like 
to have the record show the presence here “today of the attorney, 
prosecuting attorney, from the county in which Springfield is loc ated, 
Mr. Goldstein, I think it is, and, also, I would like to ask that in view 
of the statement in your press release of March 11, which says on 
February 17—on the basis of the complaint submitted by Representa- 
tive James C. Murray, of Illinois, I would like to have Mr. Murray 
testify before the hearing is over. 

Mr. Fountain. We can get all these people at the appropriate time, 
but it will be humanly impossible to get them all in here while these 
people are here. 

Mr. Horrman. That is all I ask. 

Mr. Fountarn. We will invite them in at the appropriate time. 

How long has Joe A. Dunbar worked for or been associated with 
you in your business operations ? 

Mr. Dunrgar. Since early in 1952. 

Mr. Founrarn. Since July 1, 1952? 

Mr. Dunrar. No, early in 1952. 
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Mr. Fountain. He worked for you for a period of about 6 months 
in 1952, did he not, in the Dunbar & Co. operations? 

Mr. Dunpar. He worked longer than that in 1952. 

Mr. Fountain. Well, during such period of time as he did worl 
for you in 1952, before he became associated with you in a profit-shar- 
ing agreement, how much salary did you pay him? 

Mr. Dunsar. I think we have 

Mr. Founrarn. Was it about $100 a week? 

Mr. Dunpar. In that neighborhood; yes, sir. 

Mr. Fountain. Now as you indicated yesterday, on January 2, 1953, 
you signed an agreement with Mr. Joe Dunbar in which you promised 
to give him one-third of the profits of the trucking business. Is 
that correct ? 

Mr. Dunpar. Yes, sir. 

Mr. Founrarn. Did Mr. Joe Dunbar contribute any capital or any- 
thing else of value besides his serives as consideration for this agree- 
ment ¢ 

Mr. Dunpar. He put a small amount of cash in; yes, sir. 

Mr. Founrarn. Do your records show that he put any cash in? 

Mr. Dunsar. No; they do not. 

Mr. Fountarn. Well then, he did not put any cash in, did he? 

Mr. Dunsar. Not into the business, no. 

Mr. Founrarn. Then you were in error when you said he put 
cash in? 

Mr. Dunpar. Yes, sir. 

Mr. Founrarn. What was Joe Dunbar’s share of the profits in the 
year 1953? 

Mr. Dunsar. I would have to consult with our auditor here on 
that. 

Mr. Fountarn, Will you do that, please ? 

Mr. Dunpar. Yes, sir. 

Mr. Horrman. Mr. Chairman, I would like the record to show my 
objection to this and similar testimony on the ground that the only 
issue before the committee is the question as to whether the State, 
through the superintendent of public instruction, or the Federal Gov. 
ernment, either or both, expended an excessive amount in the dis- 
tribution of the food required by the school-lunch program in Illinois, 
and that any other matters outside of the testimony which tends to 
establish that fact are irrevelant and immaterial. 

Mr. Founratn. The objection is overruled, Mr. Hoffman. 

Mr. Horrman. I am not taking an appeal 

Mr. Founrarn. Did you get that information ? 

Mr. Dunpar. Yes, sir. It is $26,140.12 after taxes. 

Mr. Founratn. Well, before taxes? 

Mr. Dunsar. It was $44,607.56. 

Mr. Fountarn. Then that was his income? 

Mr. Dunspar. Yes, sir. 

Mr. Fountarn. And, of course, his taxes were a relationship be- 
tween him and our Government ? 

Mr. DunBar. Yes, sir. 

Mr. Fountatn. Now that was a pretty substantial jump, was it not, 
for a man who had been making $100 a week ? 

Mr. Dunrar. When he first went into the business, he just took a 
$100 a week drawing. It really was not a salary, it was a drawing. 
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Mr. Founrarn. Well, have you ever paid him any more than that 


onthe $100 a week for his services during that period of time? 
Mr. Dunsar. I will have to check the record on that. 
ible Mr. Fountarn. Will you check them and let us know f 
a. Mr. Horrman. Is he the man who got the $11,500? 
; Mr. Founrarn. Yes. 
Mr. Hourzman. Mr. Chairman, may we also know in what particu- 
lar capacity he was employed, just what he did? 
Mr. Founrarn. Yes, sir. In other words, do your records disclose 
1953. at any point that for his services prior to the time you entered into 
nised a profit-sharing agreement or understanding with him that you have 
_* paid him more than the $100 a week 2 ; ’ 
Mr. Dunpar. Yes. He got $2,500 in a bonus in 1952. 
Mr. Fountarn. Of course, you gave quite a few bonuses? 
acai Mr. Dunpar. Yes, sir. 
gree- Mr. Fountatn. And he was one of those to get a bonus? 


Mr. Dunpar. Yes, sir. 
Mr. Fountatn. Then his total compensation, prior to the time you 
) and he entered into this profit-sharing agreement, amounted to $100 
a week from the early part of 1952 to the end of the year, plus the 
$2,500 bonus. Is that right? 

Mr. Dunpar. Yes, sir. I could not have operated the contract with- 
: put out him. 
Mr. Fountarn. Well, that leads me to ask you the next question. 
In just what capacity did he serve your company ¢ 


n the Mr. Dunsar. Well, he worked as sort of a general manager. He 
looked after every detail of the rest of the supervisors and the clerks, 
re on on allocations, on inventories, on carloads coming in, seeing that the 


requisitions got out on time and getting extra help to get those out 
and getting the mail back in We were always operating on short 
time on requisitions. 


Ww my In fact, he was just an overall superintendent of the whole entire 
only operation of the school-lunch program. 

State, Mr. Founratn. And he attended to all of the details? 

Qovy- Mr. Dunpar. Yes, sir, 

in Mr. Founratn. His net profit for the year ended December 31, 1953, 

mois was $44,607.56. Is that right? 

dn 4h Mr. Dunpar. Yes, sir. 


Mr. Fountain. How old ig Joe Dunbar? 
Mr. Dunewar. He is 32 or 33. I am not quite sure about the age. 
Mr. Fountain. What experience had he had prior to the time you 
took him on? 
Mr. Dunpar. He had been in the automobile business, service-sta- 
tion business in California. 
Mr. Fountain. For himself, or working with someone else? 
Mr. Dunrar. He was a partner with another gentleman. 
Mr. Fountatn. He owned an interest in the business? 
p be- Mr. Dunpar. Yes, sir. 
Mr. Fountatn. Do you know who he worked with, who he had a 
partnership with? 
t not, Mr. Dunpar. I could not tell who the partner was. 
Mr. Fountarn. You say out in California? 
pik’ 2 Mr. Dunpar. Yes, sir, Ventura, Calif. 
wing. 63116-—56——17 
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Mr. Fountain. Was he in the service? 

Mr. Dunsar. Yes, sir. 

Mr. Fountain. When did he come out of the service? 

Mr. Dunzwar. I could not swear to the date. It was in 1945 or 1946. 
He was a lieutenant in the Air Force. 

Mr. Fountain. Do you know whether he was in this filling station 
business from the time he came out of the service until the time he 
came with you? 

Mr. Dunpar. Well, I could not swear he was in the business the 
entire time, from the time he was out of the armed services until he 
went into business with me. 

Mr. Fountrarn. How old was he at the time he came out of the 
service ¢ 

Mr. Dunsar. Well, I could not swear to that. 

Mr. Fountarn. You say he came out in 1945 now, and he is 32 now. 

Mr. Dunpar. I am guessing at the 1945. 

Mr. Founratrn. So he was about 22 then, wasn’t he? 

Mr. Dunzar. He must have been older than that. 

Mr. Founratn. Well, you say he is 32 now—he has been out about 
10 years. 

Mr. Reece. Mr. Chairman, so far as the dates are concerned, you are 
not testifying specifically with refevence to the 

Mr. Fountain. We realize he cznnot be positive about the exact 
dates unless he so states. 

Mr. Reece. I thought the record ought to show that. 

Mr. Founrain. Yes, sir. 

Is that right, he was about 22 when he came out of the service? 

Mr. Dunsar. I do not know. 

Mr. Founrain. Well, if he is 32 now, it has been about 10 years, 
approximately 10 years? 

Mr. Dunpgar. I think he is 32. I do not know the exact date, I did 
not look at the birth certificate to find out what year he was born. 

Mr. Founrarn. Yes. Now I notice, Mr. Dunbar, that you had an 
individual automobile which was transferred from business use to 
personal use during the year 1953. Was that a car which Dunbar & 
Co. owned, which you purchased from Dunbar & Co., or just what was 
that transaction ? 

Mr. Dunsar. I would have to-——wiat car was that, Mr. Chairman? 

Mr. Fountain. Well, this particular record which I have here does 
not show. It says an individually ownéd automobile transferred for 
business use, less withdrawal of automobile for personal use. It must 
have been some time during the year 1953. 

You do not recall ? 

Mr. Dunpar. No; I do not recall. 

Mr. Founrarn. You did have quite a number of automobiles owned 
and being used by Dunbar & Co. ? 

Mr. Dunsar. Yes, sir. 

Mr. Founrain. Do you recall how many you had? 

Mr. Dunspar. Well, Joe A. Dunbar had one. 

Mr. Founratn. Did he own it himself, or did Dunbar & Co. own it? 

Mr. Dunpar. Dunbar & Co. owned it. 

Mr. Founrain. It was what kind of an automobile? 

Mr. Dunspar. It was a Ford. I owned one and I drove one out of 
Dunbar & Co. 
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Mr. Fountain. What kind of a car did you drive! 

Mr. Dunsar. I drove an Oldsmobile and Cadillac. I had a Cadillac 
in’h3. Thad a Cadillac since 1947 and changed in 1953 and bought an 
Oldsmobile. 1 think the rest of them were Fords. 

Mr. Founrain. Did you have a convertible owned by the company ? 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. What kind of a car was that 

Mr. Dunsar. It was a Pontiac. 

Mr. Fountrarn. Who drove that? 

Mr. Dunpar. My son. 

Mr. Fountain. Now, Mr. Dunbar, the survey which we received 
from the GAO auditors states that, according to figures which you 
gave them, the trucking service, as distinguished from you person- 
ally and the Dunbar building account, on June 30, 1952, had assets 
with a book value of $11,155.99 and liabilities of $18,279.22 for a net 
book worth of minus $7,123.23. Is that right? 

Mr. Krurcer. Mr. Chairman, what page are you on? 

Mr. Founrtarn. I do not have the page. I have a summary of some 
information which I got from the GAO report. I am not sure just 
where it appears. 

Mr. DunBar. If that was taken off the record, that is true. 

Mr. Fountrarn. That was taken off the record. 

Mr. Dunsar. However, I had borrowed a lot of money during 
that. time which caused that to show a loss. 

Mr. Founrat1n. I think those are figures, Mr. Krueger, that might be 
revealed by a study of exhibit A-1 on page 10 of the GAO report. 

Mr. Scuussete. As we were discussing yesterday, Mr. Dunbar at 
that time had three different businesses and he would borrow money 
from one business or the other without the actual transfer of cash. 
You see, if he had taken the $41,000, which they show here as a credit 
balance in his cash, his net worth then in this business would have 
been $34,000 instead of a minus seven. It is just a mere cash 

Mr. Founrarn. It may not be an exact picture, but those are Mr. 
Dunbar’s own figures. 

Mr. Scuvussete. I think it creates a wrong impression. I mean, 
actually his net worth in this business was $34,000 instead of minus 
seven, 

Mr. Founvrain. As I understand it, these figures are according to 
their own bookkeeping. 

Mr. Scuusseie. That is right, sir. 

Mr. Fountain. Now, Mr. Dunbar, is it true that from January 1, 
1M48, through June 30, 1952, a period of about 414 years, directly 
preceding the contract with Mr. Nickell, the figures which you gave 
the GAO auditors showed a gross income of $461,262.11 and expenses 
of $473,097.26, for a net loss of $11,831.15? 

Mr. Dunsar. I would have to consult with our auditor here. 

Mr. Fountatn. Will you do that, please? 

Mr. Dunsar. That is correct, sir. 

Mr. Fountain. Is it also true that, according to your own book- 
keeping, you had not shown a profit since 1949 and were showing 
increasingly heavy losses until you entered into the contract with 
Mr. Nickell? 

Mr. Dunnar. During that period we had some bad luck in the 
trucking business. There were some new laws passed which took a 
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change of equipment to meet the requirements of the law, and there 
were 4 years there where it was pretty rough on the trucking in- 
dustry. 

Mr. Fountain. So that to whatever extent you may have been 
able to improve your position since the expiration of that period 
of bad times, as you have described, this exclusive contract with the 
State, through Mr. Nickell has assisted you in getting your business 
back on its feet? 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. I want to ask you, if it is correct that for the 6 months 
from January through June 1952, which is a period immediately 
preceding your signing of the contract with Mr. Nickell, your truck- 
ing service showed a gross income of $22,404.92 and expenses of 

£30,032. 53, for a net loss of $7,627.61, or an average of more than 
4 thousand dollars a month? 

Mr. Dunpar. We had started working on this program early in 
1952, which did require a lot of our time that we could not devote 
to other business. 

Mr. Founrarn. You mean that some of this loss which you sus- 
tained during the first 6 months of 1952 was because of expenses which 
you incurred in preparation for carrying out the contract which you 
later executed on June 13, 1952? 

Mr. Dunpar. Yes, sir. 

Mr. Founratn. When did you first talk to Mr. Nickell? 

Mr. Dunpar. In May of 1952. 

Mr. Founrary. So your records would disclose that substantial 
sums of money were spent during the month of May 1952 in prepa 

ration for the execution of this contract ? 

Mr. Dunpar. No, sir. 

Mr. Fountain. Well, now, if you did not talk to him until May of 
1952, why was it necessary for you to have expended so much money 
in preparation for the execution of a contract which you knew nothing 
about until you talked to Mr. Nickell? 

Mr. Dunrar. As I stated in my statement, I had to work out a plan. 

Mr. Founrarn. When did you work out the plan ? 

Mr. Dunwar. Before I talked to Mr. Nickell. 

Mr. Founratn. In other words, you went to substantial expense 
before you ever talked to Mr. Nickell ? 

Mr. Dunrar. Yes, sir. 

Mr. Founrarn. Not just paperwork ? 

Mr. Dunpar. No. 

Mr. Fountain. Did you go to the State of Michigan and make 
an investigation before you talked to Mr. Nickell, or was it afterward / 

Mr. Dunpar. Before I talked to Mr. Nickell. 

Mr. Founratn. How long before / 

Mr. Dunpar. Well, I went there early in April—in Michigan. 

Mr. Fountatn. How long did you spend there ? 

Mr. Dunpar. I think 3 days. 

Mr. Fountain. Then I assume from what you say that since you 
did incur expenses in preparation for the submission of your plan to 
Mr. Nickell, without those expenses for that 6-month period immedi- 
ately preceding the execution of the contract you would have made 
money in your trucking business? 
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Mr. Dunpar. If we were devoting our time to the trucking busi- 
ness and not working out the contract; yes, we would have. 

We also made a survey in Illinois, Mr. C hairman, before we went 
to Michigan and after we came back from Michigan, visiting the roads 
that we would have to travel and what weight trucks we could take 
over certain limit height and weight bridges and township roads and 
warehouses and just an overall survey of what we would have to put 
up with if we did take the contract. 

Mr. Fountarn. I will ask you this question: How much time, effort, 
and expense did you incur in preparation of a plan to submit to Mr. 
Nickell prior to the time you made contact with him and let him know 
that you would be available to do this work ? 

Mr. Dunsar. It would be impossible to nail it down to the dollar 
and cents. 

Mr. Fountain. Could you approximate / 

Mr. Dunsar. It would be pretty hard to approximate. 

Mr. Hourzman. Mr. Chairman ¢ 

Mr. Founrarn. Yes. 

Mr. Horrzman. How much time did you actually spend‘ You can 
tell us that; can’t you? 

Mr. Dunsar. Well, we had Burroughs Adding Machine Co., and 
we spent in the neighborhood of 4 w eeks practic: ally every afternoon 
and every night. 

Mr. Hourzman. Did they bill you, sir; did they charge you for the 
survey ¢ 

Mr. Dunsar. They sold us the machines. 

Mr. Hoitzman. Well, now 

Mr. Dunpar. That was necessary for this contract. 

Mr. Hourzman. How much time did you personally spend in the 
State of Michigan in arranging for this survey ¢ 

Mr. Dunpar. You mean looking over Michigan’s plan ? 

Mr. HortzmMan. In getting ready to make the approach to Mr. 
Nickell ? 

Mr. Dunsar. Three days in Michigan, but the rest of the time in 
Illinois. 

Mr, Hourzman. How much time did you spend in Illinois? 

Mr. Dunpar. Well, practically all the time from April up until 
June. 

Mr. Horrzman. What did you do in Illinois when you were checking 
and surveying this thing so that you could solicit this contract? 

Mr. Dunpar. We contacted warehouses to see what. warehouse space 
would be available. 

Mr. Hottzman. About how many warehouses did you contact / 

Mr. Dunpar. Oh, in the neighborhood of five. 

Mr. Houttzman. Over a period of a month; is that correct / 

Mr. Dunpar. Yes, sir. 

Mr. Hortzman. What else did you do in the State of Illinois in 
preparation of this agreement? 

Mr. Dunpar. W ell, we had to travel the roads and look at the 
schools, their locations, to find out the approximate miles you would 
have to travel in making these deliveries. 

Mr, Hourzman. What else, if anything? 
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Mr. Dunpar. Checking the bridges, as | have said before, and roads 
to see what type trucks, making different notes and going back in and 
working them out on our worksheet. 

Mr. Hovrzman. Well, now, you spent a month of your time, sir, 
Can you tell us what a month of your time, in the State of Illinois, was 
worth at that point ! 

Mr. Dunsar. No; [ could not say that. 

Mr. Reece. Mr. Chairman, we are 21 and grown, and we are dealing 
with a matter here of importance to the Government and of impor 
tance to the witness. All of us have had some experience in matters, 
and it is utterly impossible for this witness to sit here and break it 
down, at least it would seem so to me, just how he spent his time and 
how the other members of his firm spent their time in making a study, 
preliminary to drawing up a plan of operation upon which he was 
going to negotiate—expected to negoti a contract. I would hope 

very much that we could move to more import: int aspects of the inves 
tige ition if there are more important aspects. 

‘Mr. Fountarn. We will. There are more important aspeets which 

are just about to get into. 

ie Horrzman. Mr. Chairman, may I say this in reply to Mr. 
Reece. I do not know how Mr. Reece can say it is utterly impossible. 
I suggest we let the witness try to answer and find out whether it is 
or is not impossible. This witness has personai knowledge of what 
he did. He certainly should know what his services for a month’s 
effort are worth. 

Mr. Fountain. It is a question of opinion. He can express his 
opinion. 

Mr. Houraman. Can you tell me what you estimate you expended 
personally in time in the State of Illinois preparing for this contract ? 

Mr. Dunpar. Well, it would be pretty impossible to answer that 
correctly. 

Mr. Hourzman. What is a month’s time of effort on your part worth 
today ? 

Mr. Horrman. You mean while he is testifying here or to his busi- 
ness when he is home working at that business ? 

Mr Hottzman. Suppose I were to hire you to make a survey for me 
and ask you to give me a month of your time. What would that be 
worth ¢ 

Mr. Dunpsar. It would depend on the business that would come in 
from that. 

Mr. Hoitzman. The same business you were in until you canceled 
your contract. 

Mr. Horrman. I would like to have the record note, Mr. Chairman, 
my objection to the testimony along this line. It is irrelevant and 
immaterial to the issue which is before the committee and over which 
the committee has jurisdiction. 

It makes no difference. It is no concern of this committee how he 
distributed his profit or what time he put into it except as any excessive 
charge was paid either by the Federal Government or by the State of 
Illinois. 

Mr. Fountain. Mr. Hoffman, I do not think it is irrelevant, but I 
do agree that it would be rather difficult for him, from memory, to 
give us any figures. 
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However, I think he could, in a general way, tell us just about what 
time he did spend. I think yesterday he did go into some details 
with respect to what he did in preparation of the distribution plan 
which he submitted. 

Mr. Reece. Mr. Chairman, if I may say so, I think—it would seem 
to me that it would be a better approach for him to explain, as he did 
explain in his statement, the plan of operation and in an overall way 
the amount of what was required to Jevelop that plan of operation 
upon which he expected to negotiate with the State, what was im- 
portant from the standpoint of the Department of Agriculture which 
was for him to have developed, at least it would seem so to me, a plan 
of operation which, if accepted, as it was accepted, would render the 
type of service to the schools of the State which would be expected of 
a man who has a responsibility for rendering the service, and not a 
breakdown in detail as to just the amounts of time he spent, and the 
members of his family and the members of his firm spent, in gathering 
the information which enabled him to develop the plan. 

It would seem to me that we are interested in the plan and the 
operation rather than the details about how he arrived at the plan. 

Mr. Fountarn. Well, the reason—— 

Mr. Hourzman. Mr. Chairman? 

Mr. Fountatn. Go ahead. 

Mr. Hotrzman. We are also interested in knowing how much this 
man invested before he knew he had a contract at a time when his 
firm was losing money without any previous knowledge that a contract 
was going to be forthcoming. I do not think it is at all irrelevant to 
ask a man how much time he spent, how much money he spent, in the 
process of developing a contract. 

If the witness cannot answer, he can say, “I cannot answer.” 

Mr. Horrman. My objection to that is that it is irrelevant for the 
reason that it does not make any difference how much he spent either 
in time or in dollars in either preliminary negotiations or in ascer- 
taining how he would handle the business unless it tends to show that 
the rates which were charged were excessive. 

The Agriculture Department says they are; he says they are not. 
In determining that, you would have to find and learn what were the 
usual or market charges, customary charges, for services similar to 
those which he performed. 

Mr. Fountatn. Mr. Hoffman, it might tend to show that it was a 
foregone conclusion before he contacted Mr. Nickell that he expected 
to get the contract and that in all probability, Mr. Nickell did not 
exercise the care and caution in making a thorough investigation that 
he ought to have exercised. 

Mr. Reece. What I have had to say, Mr. Chairman, is not in any- 
wise in behalf of the witness, or an effort to make anything easier for 
the witness. I am thinking more particularly about our own time 
and really getting at the heart of the thing with the view of ultimately, 
but without too much consumption of our time, reaching a conclusion. 

Mr. Fountain. I agree with you. We do want to get along. 

Mr. Reece. That is my purpose. 

Mr. Founratn. I appreciate your observation. 

Mr. Dunbar, did you want to make a statement ? 
Mr. Knox. May I ask the witness a question, Mr. Chairman ? 
Mr. Founrarn. He has not finished this one. 
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Do you want to make a further statement in reply to Mr. Holtzman’s 
question ? 

Mr. Dunpgar. Yes, sir; I do, sir. 

Mr. Founrarn. Go ahead. 

Mr. Dunsar. If you will notice in the record of the GAO report 
in 1952 from January 1 to June 30 

Mr. Founrarn. What page, Mr. Dunbar? 

Mr. Dunsar. That is page 14. 

Mr. Fountain. Exhibit A-4. All right, go ahead. 

Mr. Dunpar. We averaged $100,000 a year for those years, and we 
fell down to $22,000 for the first 6 months of 1952 which did show 
that I could not put in my time on the other business. 

Mr. Hotrzman. In other words, you put in a great deal of time—— 

Mr. Dunpar. Yes; I did, sir. 

Mr. Hourzman. In making this survey. Is that correct ? 

Mr. Dunsar. Yes, sir. 

Mr. Hourzman. Had you had any assurance at that point that the 
contract was going to be granted to you ? 

Mr. Dunpar. No, sir. 

Mr. Hourzman. Had you ever spoken to Mr. Nickell about this 
contract prior to the actual signing or prior to May of 1952? 

Mr. Dunpar. I did not, sir. 

Mr. Hourzman. Had you ever spoken to Mr. Nickell about. this 
contract prior to the actual signing or prior to May of 1952? 

Mr. Dunpgar. I did not, sir. 

Mr. Hoitrzman. Never spoke to him once? 

Mr. Dunsar. About the contract? 

Mr. Hotrzman. About the contract. 

Mr. Dunpar. No, sir. 

Mr. Hoirzman. The only person you spoke to was Mr. Wolfe; is 
that correct ? 

Mr. Dunpar. Yes, sir. 

Mr. Houirzman. And that was just a little brief talk in which you 
discussed the difficulties that the Illinois commission had had at that 
time / 

Mr. Dunpar. Yes, sir. 

Mr. Hotrzman. Then as a prudent businessman, as a good business- 
man, you went out on your own. Is that correct ? 

Mr. Dunpar. Yes, sir. 

Mr. Hotrzman. And made this survey. Now you spent a month in 
the State of Illinois exclusively, to arrange this survey ? 

Mr. Dunpar. We spent more than a month in the State of Illinois. 

Mr. Hourzman. How much time did you spend in the State of Tli- 
nois arranging this survey ¢ 

Mr. HorrmMan. Wait a minute. Did you include the word “exclu- 
sive” there that was in your former question ¢ 

Mr. Hontrzman. Yes; exclusive. 

How much time did you spend exclusively in the State of Illinois, if 
you can tell us? 

Mr. Dunszar. It would be pretty hard just to the exact days—— 

Mr. HotrzmMan. Can you tell us about how long? 

Mr. Dunsar. Well, we could not get in 24 hours a day for 7 days a 
week. We would put in 4 or 5 hours a day for 2 or 3 days in a row 
and take a breather and then go back at it again. 
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Mr. Horrzman. And all this time you were letting your own busi- 
ness slide; is that correct ? 

Mr. Dunpar. Yes, sir. 

Mr. Honrzman. And you still have had no assurance that you were 
voing to be considered favorably ; is that correct? 

Mr. Dunpar. I knew before I went to Mr. Nickell, I would have to 
have a plan before he would give me an audience to talk to him. 

Mr. Houitrzman. But you had no notion that you were going to get 
this contract, did you! 

Mr. Dunpar. No, sir. 

Mr. Hotrzman. Did Mr. Nickell say anything to you to lead you to 
believe that you would get this contract? 

Mr. Dunsar. No, sir. 

Mr. Horrman. May I ask you there, in view of those two questions, 
you expected to get it, didn’t you? 

Mr. Dunrar. I wanted to work out a plan that was foolproof; yes, 
sir. 

Mr. Horrman. That is what you were trying to get? 

Mr. Dunpar. Yes, sir. 

Mr. Hotrzman. Did you expect to get it, as Mr. Hoffman has asked ? 

Mr. Dunpar. Yes, sir; I expected to get it if I had the right plan. 

Mr. Horrman. What is the use of doing business if you do not ex- 
pect something ? 

Mr. Hourzman. Even though, as you told us, they were interview- 
ing other truckmen; is that correct, at that time? 

Mr. Dunpar. Yes, sir. 

Mr. Hourazman. Yes, you expected to get it if you had the right 
plan; is that correct ? 

Mr. Dunpar. Yes, sir. 

Mr. Hourzman. Even though some other truckmen might also have 
the right plan and offer it for a lower amount? 

Mr. Dunpar. Other truckers were not interested in it in our 
territory. 

Mr. Knox. Mr. Chairman, may I ask the witness a question ? 

Mr. Hontzman. Did you ever come to Mr. Nickell and say in form 
or in substance: “I hear you are in trouble with the school-lunch 
program ; can I help you out 2” 

Mr. Dunsar. I did in May. 

Mr. Hourzman. You did in May? 

Mr. Dunpar. Yes, sir. 

Mr. Hourazman. And you asked him whether you could help him 
out; is that correct ? 

Mr. Dunpar. Yes, sir. 

Mr. Hourzman. At that point you had a program; is that right? 

Mr. Dunpar. Yes, sir. 

Mr. Hourzman. Did Nickell—I am sorry, I am through wtih this 
line now. 

Mr. Fountain. I want to ask one question on that line. Mr. Knox, 
do you want to get into another field ? 

Mr. Knox. No; it is the same one. 

Mr. Founrarn. Go ahead. 

Mr. Knox. Mr. Dunbar, if I recollect correctly, yesterday you testi- 
fied that you were the only trucking firm in the area that probably 
could carry out this program for the State; did you not? 
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Mr. Dunpar. Yes, sir. I had contacted others to find out what 
equipment they had available in case I would have to lease some or sub- 
contract in the territory. 

Mr. Knox. That is what led you to believe that you had a good 
opportunity to be awarded the contract ? 

Mr. Dunpar. Yes, sir. 

Mr. Knox. I ask these questions, Mr. Chairman, because it is fol- 
lowing up with the testimony that Mr. Dunbar had given yesterday. 

Mr. Founrarn. I think it 1s a perfectly legitimate question you are 
asking. 

Mr. Knox. No one else seemed to be interested in it, when you talked 
to them about this equipment ? 

Mr. Dunzar. I did not tell that what I was making the survey on. 

Mr. Knox. Well, naturally, a man going to go into a new field of 
business does not possibly expound on the theory that he may bring 
in some other people into the competition. That is very true; I agree 
with you. 

Mr. Dunpar. That is right, sir. 

Mr. Knox. You had no assurance, then, outside of the fact of your 
own knowledge, that you were the only trucking concern in the area 
that possibly could carry out the provisions of this particular contract? 

Mr. Dunsar. Yes, sir. 

Mr. Knox. That is all. 

Mr. Hotrzman. May I continue, now ? 

Mr. Fountain. Go ahead. 

Mr. Hotrzman. How many pieces of equipment, all-in-all, did you 
have at that time? 

Mr. Dunzwar. I would have to check. 

Mr. Hotrzman. About? Suppose you check and tell us. 

Mr. DunBar. What type of equipment ? 

Mr. Hourzman. Commodity transporting equipment. 

Mr. Dunzar. I stated yesterday we had 2 or 3 pieces of refrigerator 
equipment at that time. 

Mr. Honrrzman. How many pieces of equipment other than 
refrigerator ? 

Mr. Dunpar. I would have to look on our schedule of equipment. 

Mr. Hotrzman. And you say now that there was no one in the 
State of Illinois who could have handled that contract, who had the 
equipment that you had at that time? 

Mr. Dunpar. I did not say that. I said they were not interested. 

Mr. Hoitzman. Well, now, you also said in answer to a question by 
my colleague, a moment ago, that no one else in the State could handle 
that contract. 

Mr. Knox. Mr. Holtzman, I believe I said area, in the area. 

Mr. Hoirzman. In Springfield. I amend my question so that it 
relates to the Springfield area. 

You say there was no one in the Springfield area who had as much 
equipment as you did, at that time / 

Mr. Dunpar. I said they were not interested in the contract with 
all the ramifications. 

Mr. Hoxitrzman. So that you now say there were truckers—or do 
you say that there were truckers in the Springfield area who had as 
much, if not more, equipment to handle this type of operation at that 
time? 
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Mr.Dunpar. They did not have the type of equipment; no, sir. 

Mr. Houtzman. What type of equipment did you have, so that we 
can pinpoint it, and, if possible, dou to see whether in Springfield 
there were other truckers who had that type of equipment. 

Mr. Dunzar. Well, the trucking industry is quite a specialized in- 
dustry. Just general trucking is a pretty rough game. If you break 
down carloads and sell the trucking in a package, naturally, there 
is a little more profit to it. 

I knew there would be a great gamble to it, and I knew the other 
truckers were not interested, after I talked to them with the type of 
equipment they had. I knew I would have to rent and purchase 
equipment. 

Mr. Hoitrzman. You wanted to get the exclusive right to distribute 
these commodities. You did not talk to them with the view to giving 
them the job, did you? 

Mr. Dunspar. I talked to them to find out what equipment they 
had that I may have rented. 

Mr. Hotrzman. That you might be able to use / 

Mr. Dunpar. Yes, sir. 

Mr. Hourzman. You spoke to 4 or 5 truckers, you told us; is that 
right ? 

Mr. Dunsar. In that neighborhood; yes, sir. 

Mr. Hottzman. How many truckers are there in the Springfield 
area, if you know, about? 

Mr. Dunpar. Well, now, the Springfield area—are you speaking of 
Sangamon County or the—— 

Mr. Hotrzman. I am speaking of Sangamon County. 

Mr. Dunpar. That would be hard to say. 

Mr. Hourzman. Would you say there were more than 50 / 

Mr. Dunpar. What kind of trucks? 

Mr. Horrzman. General trucking such as you were at the time. 

Mr. Dunpar. Well, there were around 10 or 11 line-haul carriers, 
common carriers. 

Mr. Reece. Mr. Chairman, for one, my time may not be worth very 
much, but it is valuable to me. If there is any way of getting this 
thing pointed up, I would like very much to doit. ~ 

It is not a question of what other truckers have in the State of Illi- 
nois,as I see it. This was a specialized type of an operation, and some- 
body had to prepare it to carry it out. I do not want to be impatient 
and I do not want to be discourteous, certainly. However, I have 
just got some work to do and still I want to be present at this hearing. 
If we could get a direction set up and followed, it would be of great 
convenience to the members of the committee. 

Mr. Founrarn. I agree with you, Mr. Reece, that we want to get 
along as best we can and as fast as we can. 

I myself am on the Banking and Currency Committee which is 
considering some very important matters. 

Yet, I feel that where something is relevant as a background to this 
program, that I would like to extend to the members of the committee 
the courtesy to ask questions. I hope that all of us will endeavor to 
limit our questions to pertinent fields, insofar as it is humanly possible 
for us to do so. 

Do you have another question? I think I have a couple of questions. 

Mr. Horrzman. Suppose you go ahead, Mr. Chairman. 
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Mr. Founrary. You did not mean to say, Mr. Dunbar, did you,'that 
there was no one else in that area who could not have done the same 
thing that you did, who could have gone out and made an investigation, 
worked up a plan and purchased additional equipment to enable them 
to do the same job?) What you meant was that from your interviews 
or your Inquiries you did not come in contact with anyone who was 
interested in doing that. 

Mr. Dunsar. I do not think there was anybody who wanted to take 
the gamble. 

Mr. Founvrary. Have you submitted a bid for future hauling of 
food commodities ¢ 

Mr. Dunsar. No; | have not, sir. 

Mr. Founvratn. Do you propose to submit a bid 

Mr. Dunpar. I am going to give it a lot of consideration. If I 
have to go through all this, I do not think I want any part of i 

Mr. Founvraty. I can well appreciate your feeling about that. 

Mr. Reece. Will you permit an injection? It just entered my mind 
a while ago when he said that the other people were not interested, 
that he might be able to see the wisdom of their judgment. 

Mr. Fountatn. Of course, you do know that at the present time 
competitive bids are being requested. 

Mr. Dunpar. No: I have not seen 

Mr. Focnratn. You might also be interested to know that some 
20 or 30 truckers have made inquiry and made contact to see if they 
might be considered for this job. 

Mr. Horrman. I hope we can receive the result of that competitive 
bidding before the committee report is filed. 

Mr. Fountain. There is just one further question that I want to ask, 
which might close our questioning on this particular subject. 

Do I understand you to mean and to say that you made all of this 
investigation, that you spent all of this time and all of this money, 
before you had even put in a telephone call to Mr. Nickell and said, 
“Well, now, look, I am interested in that contract but I cannot tell 
you much about it now. I am going to make an investigation; [ am 
going to make a survey and I will have a plan of distribution that I 
will submit to you”? 

Mr. Dunpar. That is correct. 

Mr. Horrman. Are you through with that phase of it ? 

Mr. Fountain. Yes. 

Mr. Horrman. You were asked some questions about the amount 
that Joe had drawn out from the business, from $100 a week to a 
certain amount. 

Mr. Fountarn. Approximately $44,000. 

Mr. Horrman. Have you any figures to show how that compares 
with the 96 percent increase gr: anted certain postal employees yester- 
day, and the increase the Congress voted themselves ? 

Mr. Founrarn. I think that probably is irrelevant, Mr. Hoffman. 

Mr. Horrman. It is just about as pertinent as about two-thirds of 
the testimony that has come in, in my judgment. 

Mr. Fountain. We all havea right to our opinion, Mr. Hoffman. 

Mr. Horrman. That is right, thank God, and the founders of the 
Republic. 

Mr. Fountain. Mr. Dunbar, during the 32 months since you re- 
ceived the Nickell contract, is it true. that your figures show a net 
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income, before taxes, of a little less than $400,000, even after charging 
off such items as $152,390.55 for supervisory and office help; $27,653.31 
for general administrative expense : $95,515.21 for sundry and other 
expenses: $15,092.42 for advertising and promotion at a time when 
85 percent of your income was from Government contracts, and $66,- 
707.01 for travel and entertainment ? 

Mr. Dunpar. I think Mr. Schussele can testify to that. 1 think 
he has a statement he would like to read on that matter. 

Mr. Founrarn. I would like that particular question answered and 
then, if he wants to explain or make any statement 

Mr. Dunpar. That is right, the record speaks for itself. 

Mr. Fountain. In other words, those figures are true / 

Mr. Dunpar. All right. 

Mr. Fountatn. Now, do you have any further statement you want 
to make ? 

Is that the statement of net income which you gave us that you 
want to discuss ? 

Mr. Dunpar. Yes, sir. 

Mr. Fountarn. That statement was submitted to us yesterday, 
Mr. Dunbar, and we will see that it gets in the record if that is what you 
wanted to allude to. 

Mr. Horrman. My understanding, Mr. Chairman, was that that 
was in yesterday. However, in view of the statement that there seems 
to be some doubt about it, I assume—— 

Mr. Founrarn. It is in, but the number of these exhibits is so large 
we have to check to be sure we get everything in. 

(The material referred to appears previously on p, 235.) 

Mr. Horrman. We handled some things yesterday, and I want to 
be sure we are getting in the matter we have offered before. I want 
to again offer here the article from the Congressional Record of 
March 18 on page A1845; the one on March 21, 1955, on page A1902- 
1903; and the one on March 17, 1955, on page A1830. I did offer them 

before, and I understood they were gomng in. 

Mr. Founratn. They are in the record. 

(The material referred to appears in the appendix as exhibit 1F, 
p. 484.) 

Mr. Horrman. All right. 

And they are exhibits for the record, the purpose being to show 
that this investigation can be attributed to a political maneuver and 
that the articles themselves, on the fac e, make certain criminal charges, 
and that there is no evidence before the committee to substantiate any 
of them as yet. 

Mr. Fountain. That, too, isa matter of opinion, Mr. Hoffman. 

Mr. Horrman. Well, if there is any doubt about it—for example, 
this one article says 

Mr. Founrain. I have not read the articles and do not know what 
they say. They were made on the floor of the House, but frankly I 
do not see why they should be in the record. 

Mr. Horrman. Here is a statement that is obv iously untrue. “The 
ae tment forced Nickell to cancel the contract.” 

ow, it is undisputed that Dunbar canceled that contract on his own 


volition. There are many others the same way. 
Mr. Founrary. We will ask Mr. Dunbar right now to end that 
dispute, 
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Mr. Horrman. They were put in the Congressional Record. 

Mr. Fountarn. We will close that chapter right now and determine 
whether or not that is in error. 

Did you cancel the contract yourself ? 

Mr. Dunrpar. Yes, sir. 

Mr. Fountarn. Without any pressure by anyone? 

Mr. Dunpar. Yes, sir. 

Mr. Fountarn. In other words, you just decided you were no longer 
interested in carrying out the project, and you took advantage of your 
30-day privilege in the contract ? 

Mr. Dunszar. I was interested in doing the business, but I did not 
feel like I should take the punishment I was getting in the newspaper. 

Mr. Founta1n. So you, yourself, did cancel the contract ? 

Mr. Dungar. Yes, sir. 

Mr. Horrman. I think it is in the record 2 or 3 times. 

Mr. Fountarn. I think that takes care of it. 

Mr. Horrman. And about how much have you spent coming down 
here on this matter since the newspapers brought it up ? 

Mr. Dounsar. Just making the trip down, sir? 

Mr. Horrman. No; approximately how much? Obviously, that is 
pertinent because it has come out of that excessive profit which he is 
charged with having made. 

Mr. Reece. Overall expense in connection with this. 

Mr. Dunzar. It will run into a considerable amount of money, in 
the neighborhood of $15,000 to $20,000. 

Mr. Horrman. Instead of examining him on that or asking about 
it, if he wants to, or if any of the committee members want him to, 
T should say he could file an itemized statement. 

Mr. Founratn. Mr. Dunbar, we did not ask you to bring all of 
these accountants and attorneys here with you; did we? 

Mr. Dunrar. No, sir. 

Mr. Founrarn. And you stated yourself, that you wanted the oppor- 
tunity to come in and to present your side? 

Mr. Dunpar. Absolutely, sir. 

Mr. Founrarn. So, you are here voluntarily, are you not, at the 
present time? 

Mr. Dunrar. Yes, sir. 

Mr. Horrman. Mr. Dunbar, there were these false charges, in your 
opinion, at least, false, made against you, and you wanted the record 
made clear? 

Mr. Dunpar. Yes, sir. 

Mr. Horrman. It wasn’t necessary for you to bring anybody down 
here if they had not made false charges. 

Mr. Honrzman. Mr. Chairman, may [ at this time object to the line 
of questioning and the statements of my colleague on the ground that 
they are irrelevant? 

Mr. Horrman. It is directly contradictory to the charges made in 
the press release and in the papers. 

Mr. Founratn. He has a right to his opinion. However, I think 
when you say “false charges” before the hearing is completed and 
before the facts are analyzed, it is going rather far afield. 

Mr. Reece. If I may interject, I do not presume anybody, any mem- 
ber of the committee, and certainly the chairman, would feel that there 
was anything either improper or injudicious in Mr. Dunbar bringing 
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his accountants or bringing his attorney to appear with him here 
before the committee, even at considerable expense to himself. 

Mr. Fountain. I quite agree with you, Mr. Reece. The only reason 
I asked that question was because it was prompted by the question 
by Mr. Hoffman, the observation of Mr. Hoffman, about all the ex- 
penses he had to go to. 

Mr. Reece. Mr. Chairman, he did not have to bring them in a legal 
sense that he was enjoined by the committee to bring them. However, 
if, in a sense, he was coming, it was certainly a judicious decision on 
his part to bring them because we know that those are technical matters 
that he has to have members of his staff to sit with him so that 

Mr. Fountain. I do not think anybody can criticize him for that, 
and I think he is perfectly justified in bringing them here. 

Mr. VotosHEN. Mr. Chairman, do you ‘Tare a copy of the letter, 
please, sir, from Dunbar & Co., to Mr. Nickell, dated March 1, 1955, 
canceling this contract? 

Mr. Founratrn. It is in the record. 

Mr. Dunpar. Mr. Chairman, may Mr. Schussele read his statement 
which will clarify the last answer that I gave you on this disburse- 
ment ? 

Mr. Fountain. How long is the statement? 

Mr. Dunpar. Part of a page. 

Mr. Fountarn. We will get to him a little later, but if you would 
like it to come in at this point, I have no objection. 

Mr. VotosHen. I think it would be a good opportunity to put it in 
now. 

Mr. Scuussete. Mr. Chairman and members of the committee, I 
wim a partner in the firm of Ralph Turnbull & Co., certified public 
accounts. Dunbar & Co. has been a client of our firm since 1951. At 
Mr. Dunbar’s request I made a statement of net income, copies of which 
were furnished to the committee on Wednesday, April 20, 1955. 

(The statement referred to appears previously on p. 235.) 

Mr. Scuussete. The purpose of this Statement of Net Income was 
to show what we believe to be the actual net income, after Federal 
income taxes, from Dunbar & Co.’s contract with the State agency as 
well as his net income from his other operations. 

In preparing this statement I have used the expenses of operation 
as shown in the independent report of examination of Dunbar & Co. 
by Murphey and Nash and Jones with the exception of the three 
adjustments noted at the bottom of this statement. These adjust- 
ments were necessary in order to place the results of operations for 
the full 29 months on a comparable basis. 

It should be noted that this statement does not provide for any 
losses incurred in the disposition of the special hauling equipment 
used in connection with this contract, or all of the expenses incurred 
In answering the charges made by this committee. 

[ would also like to point out that none of the advertising and pro- 
motion expense and only a small portion of the travel and entertain- 
ment expenses have been charged against the Commodity Contract. 

[ believe it is important to note that the percent of net income from 
Dunbar’s other operations is 9.34 percent, whereas the percent of net 
income from the Commodity Contract is only 11.4 percent with all of 
its uncertainty and risks of unlimiting processing—30-day cancella- 
tion and no minimum guaranty. 
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Mr. Fountarn. Mr. Naughton, do you have a question you want to 
ask ? 

Mr. Naveuton. Mr. Schussele, referring to these allocations you 
have made, they are not a reflection of the books of Dunbar & Co.; is 
that correct? In other words, you did not make these allocations on 
the books? 

Mr. Scuusse.e. No, sir. 

Mr. Naveuton. The allocations have been made since the time that 
this matter has come up 

Mr. Scuussetr. I explained yesterday, Mr. Naughton, that the 
books and records do not reflect all of the adjustments that were made 
here. However, in order to properly appraise the results of opera- 
tions in ore contract, you have to take these things into consideration. 

Mr. Naveutor. Do you have vouchers supporting these alloca- 
tions, or is this just your estimate or opinion of what the allocation 
should be ? 

Mr. Scuusse.e. Well, it is explained on the statement. Certain of 
these things are allocated direct. For instance, the warehousing and 
cold-storage charges, the subcontract hauling were direct expenses of 
this contract and not chargeable to his other operations. 

Mr. Horrman. He asked you if you had vouchers, whether or not 
you had vouchers for those. 

Mr, ScHusse.e. Yes, sir. 

Mr. Naucuron. You have vouchers showing these are chargeable 
enly to the Commodity operation ? 

Mr. Horrman. What was was the last question ? 

Mr. Fountain. Whether he had vouchers showing all of those 
chargeable only to the commodity operations. 

Mr. Nauguton. You do not have vouchers, do you, showing defi- 
nitely which items of travel and entertainment. would be charged to 
commodity hauling and which would be charged to the other opera- 
tions ? 

Mr. ScuussE.e. No, sir. 

In my opinion, that is a reasonable charge—$500 a month. 

Mr. VoLosHEN. $500 a month was charged against this contract. 

Mr. Navucuton. But you have made no attempt to go back and make 
an exact allocation. 

Mr. Reece. You allocate the income from Dunbar’s other operations, 
9.34 against the Commodity Contract Corp. 11.10. That is for the 
29-month period. 

Mr. ScuussEte. Yes, sir. That is, 11.0 percent of the gross income 
is profit. 

Mr. Reece. During the 29-month period in which he had the 
Commodity Contract? 

Mr. ScuusseEte. Yes, sir. 

Mr. Reece. I just wanted to get my own mind clarified. 

Mr. Naveuton. As I recall, Mr. Schussele, without referring to the 
document, I think you show under your allocation a profit of about 
$40,000 on other operations? 

Mr. Scuussete. Yes, sir. 

Mr. Navcuron. And that is on a gross business of around $200,000? 

Mr. ScuussELE. $238,000; yes, sir. 
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Mr. Navenron. And prior to the time that you entered into the 
contract with Mr. Nickell, you had a net loss of $11,000 over a 444-year 
period when your gross was approximately the same ? 

Mr. Scuussetr. Well, I do not know that the operations were the 
same in that period. You are talking about a period about which I 
am not familiar. 

Mr. NaveuTon. Let’s take a 214-year period, starting with January 
1, 1950, and going into 1951 and the first 6 months of 1952. I believe 
the gross income in that period from trucking operations was some- 
thing around $200,000, and on that gross of about $200,000 the firm lost 
money ¢ 

Mr. Scuussee. I believe the record shows that; yes, sir. 

Mr. Naveuron. But then, on the same approximate gross, or per- 
haps a little bit reduced gross, in the next 214 years, your allocation 
shows you made $40,000 profit. 

Mr. ScuusseLe. Well, E could not—as I say, I am not familiar with 
that whole period. All I know is what I have learned. 

Mr. Naventron. That is what the figures show ? 

Mr. Scuusseik. Certainly, sir. However, I would like to explain 
why it shows—— 

Mr. Fountain. Explain it / 

Mr. ScuusseE. I mean the possibilities anyway. 

As there was certain legislation passed in the State of Illinois in the 
period somewhere between 1948 and 1952 which made Mr. Dunbar 
impossible to continue his business. For example, there is one figure in 
1952 where he did pipeline-construction work. He went out of the 
State to get business because he could not operate in the State of 
Illinois on that business. 

Now it is possible, of course, that during this period that he may have 
cleared the situation up and was able to make a profit on the thing. 
It is not impossible for him to make $40,000. 

Mr. Navenrton. It certainly isn’t. 

Mr. Horrzman. Just one more question on that point. 

When the $40,000 was earned, as against the loss sustained in the 
previous 2 years, Dunbar was, at that point engaged in extensive opera- 
tion with the Government in the distribution of these food products; 
isn’t that correct ? 

Mr. Scuussete. Certainly. 

Mr. Hontzman. So that Dunbar Co. actually gave in those years a 
great deal less time and effort to the business which was not related to 
the contract with the State; is that correct ? 

Mr. Scuussete. Not exactly true, sir. There were considerable 
more people employed by Dunbar & Co. at this time than there were 
back in—I mean, as the payroll will show. 

_Mr. Horrzman. The testimony was that you were discouraging out- 
side business at that time, during the pendency of that contract; isn’t 
that correct ? 

Mr. Scuussetr. I do know that he turned down some very large 
contracts because he did not have the time and equipment to handle 
them. 

Mr. Hoirzman. And in spite of that, with this smaller gross, you 
were able to show a $40,00 profit ; is that correct ? 

Mr. Scuussete. The figures speak for themselces. 

63116—5é6——18 
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Mr. Horrzman. As against the loss of the previous 2 years ? 

Mr. ScuussEtz. Yes, sir. 

Mr. Naucuron. Mr. Schussele, in your allocation you have included 
in other income not related to commodity operation approximately 
$43,000 directly from the Department of Agriculture. Is that correct? 

Mr. ScuussEte. His hauling; yes, sir. 

Mr. Naveuton. That was hauling of commodities; was it not? 

Mr. Scuusseter. Yes, sir. I guess it was hauling within the State 
of Illinois, as I understand. It was from the supplier or whoever 
the Government purchased the commodities from. He hauled them 
from there to his warehouse.. 

Mr. Navueuton. They actually were school-lunch commodities ? 

Mr. ScuussE.e. Yes; but the hauling was not under this contract. 

Mr. Naucuron. It was done under a contract directly with the De- 
partment of Agriculture ? 

Mr. Scuussete. That isright; yes,sir. - 

Mr. Reece. May I interject? For clarification on the question that 
one of you asked, about the profit that is reflected in the previous 
2-year period, lack of profit, had you not previously stated that in that 
period you were not the accountant? 

Mr. ScuussE.e. Yes, sir. 

Mr. Reece. And, therefore, did not have personal knowledge ? 

Mr. ScuussEte. Yes, sir. 

Mr. Scuusse.e. That is right, sir. 

Mr. Reece. Your answer indicated that you were testifying on your 
information, and I just wanted to get that point. 

Mr. Scuusseie. No, sir; I am testifymg on this case clearly on 
hearsay. 

Mr. Houttzman. You are testifying on what Mr. Dunbar’s books 
reflect; isn’t that so? 

Mr. Scuussete. That is right, sir. I have not examined the books 
from the period from 1948 through 1951. 

Mr. Reece. That is what I wanted to bring out. You are testifying 
on what Mr. Dunbar has shown to the Government— 

Mr. Hottzman. And to the authorities ? 

Mr. ScuussE.e. That is right. 

Mr. Navuecuton. Mr. Schussele, figures were furnished by Dunbar & 
Co. reflecting those operations to the GAO auditors? 

Mr. ScuussE.z. That is right. 

Mr. Fountarn. Mr. Schussele, can you tell us what portion of the 
selling, traveling, entertainment, and advertising expenses of Dunbar 
& Co., from the time the contract was executed until it was canceled, 
were allocated to his other business operations ? 

Mr. Scuussetre. What percentage of it ? 

Mr. Fountain. Yes. I mean, what percentage did you in your 
allocation figures 

Mr. Scuussetz. Well, of the $66,000, I allocated $52,207.01 to his 
other operations. 

Mr. Fountain. You did not break that down into any particular 
type of expense ? 

Mr. Scuussete. No, sir. 

Mr. Fountain. What method did you use in doing that? 
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Mr. Scuussexe. I made an estimate of $500 a month which I thought 
was a reasonable amount for travel and entertainment which could be 
chargeable to this contract. 

Mr. Fountain. But you had no figures upon which you based that 
allocation ? 

Mr. Scuussetz. No, sir. 

Mr. Fountarn. You just guessed ? 

Mr. Scuussetz. That is right, sir. 

Mr. Fountarn. Mr. Daaben, if you will turn to page 14 of the 
GAO report. 

Mr. Reece. Just right there. The total travel and entertainment 
expense over this period for Mr. Dunbar’s whole operation was $66,- 
707.01, of which $52,207.01 was charged to his other operations and 
only $6,000 was charged to the commodity operation. 

Mr. Scuussete. $14,500 is charged to the commodity operation. 

Mr. VoLtosHEN. $6,000 a year. 

Mr. Reece. $6,000 a year. 

Mr. Fountarn. What you mean is that that is the basis upon which 
you allocated ; his books do not show that ? 

Mr. Scuussete. Well, sir, I do not know that the books do not 
show it. It may be possible, but there are a considerable number of 
vouchers and expense accounts, and to analyze those and say which 
one was this and which one was that would take a considerable amount 
of time and would be a lot detail, and I saw no necessity to put Mr. 
Dunbar to that expense. 

Mr. Founratn. As his accountant, you are simply giving these 
illocations for the purpose of expressing opinion ? 

Mr. Scuussete. Thatisright,sir. 

Mr. Reece. But over this period $14,500 was chargeable to the 
commodity contract and $52,207.01 was charged to his other operations. 
To my mind, there is nothing in those figures themselves that would 
look suspicious. 

Mr. Fountatn. They are your figures, are they not, and not the 
figures on the books ? 

Mr. Scuussetx. The $66,707.01 is on the books; yes, sir. 

Mr. Founratn. Mr. Reece keeps saying the amounts were charged. 
I want it to be made clear that you are simply expressing an opinion 
in your allocation. 

Mr. Scuussete. That is right, sir. 

Mr. Fountarn. Now turning to page 14 of the GAO report, Mr. 
Dunbar, I especially invite your attention to the item under expenses : 
Selling, travel, entertainment, and advertising: for the period from 
January 1, 1948, to June 30, 1952. Under column 1, 1948, selling, 
travel, and advertising expenses are listed as $7,653.77. Under the 
year 1949 is the sum of $9,392.70; under 1950, $8,577.29; under 1951, 
$9,555.79. Then, for 6 months, from January 1 to June 30, 1952, is 

the figure, $2,288.78, making a total of $37,468.33 for selling, travel, 


entertainment, and advertising during that 414-year period. Are 
those figures correct ? 


Mr. Dunpar. Yes, sir. 
Mr. Fountain. Most of which, a to the allocation by Mr. 
usi 


Schussele, has been allocated to the other ness operations 
Mr. Dunrar. Yes, sir. 
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Mr. Founrary. Turn to the page preceding that, page 15, and I 
invite your attention under the subtitle, “Expense,” to selling, travel- 
ing, entertainment, and advertising expenses for the period from July 
1, 1952, to February 28, 1955. 

For the 6-month period from July 1 to December 31, 1952, we find 
as selling, traveling, entertainment, and advertising, $6,332. 74; for 
the year ended December 31, 1953, we find $24,879.09; for the year 
ending December 31, 1954, we find $ $96,909.02 : and for 2 months, 
January and February of 1955, we find $3,505.27, making a total for 
that period of $61,626.12. Are those figures correct / 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. Well now, if, as you said yesterday, your busi- 
ness had declined because you had to take and honor this contract, 
and you had an exclusive contract, and you had the expenses which 1 
indicated for selling, travel, entertainment, and advertising for the 
414-year period prior to the execution of the contract, why did your 
selling, traveling, entertainment, and advertising expenses increase 
so; even though most of them, according to the allocation made by 
Mr. Schussele in his expression of opinion, are chargeable against 
your other operations rather than the operations of Dunbar & Co. 
under the contract with Mr. Nickell 4 

Mr. Dunsar. We were always out after other business that would 
fit into this to take care of our summer business and the business 
when we were not delivering commodities. 

Mr. Fountain. According to his allocation, $52,207.01 of the total 
of $61,626.12 is allocated to your other business operations. 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. Is that right / 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. So I take it that since you had an exclusive con- 
tract in which you had no competition, and I am not criticizing you 
for it because that is the contract you had, and you had a right to 
execute that contract, but since those were the facts, it certainly was 
not necessary for you to do a lot of advertising and a.lot of enter- 
taining during the execution of that.contract was it? I mean, as you 

carried out the terms of the contract in order to get business ? 

Mr. Dunsar. It did to get other business to put into this business 
in case this was canceled. 

Mr. Founratn. Well, you said yesterday that your business had 
declined, and you said that you could not take on any additional 
business, that you had to turn it down. 

Mr. Dunpar. We did turn down some business. 

Mr. Founrtarn. Isn’t it a little unusual, when you are turning down 
business, to keep on advertising and entertaining in an effort to get 
business ? 

Mr. Dunpar. Certain types of business that would fit into the busi- 
ness as you went along. 

Mr. Honrzman. At that point, were you enjoying very cordial re- 
lations with the Department and State agencies; you had no problems 
at that point in December of 1953, did you? 

Mr. Dunzpar. No, sir. 

Mr. Horrazman. You had no reason to believe that your contract 
would be canceled, did you ? 

Mr. Dunpar. No, sir. It could have been. 
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Mr. Hourzman. And you were turning down outside business at 
that time, were you not? 

Mr. Dunpar. Well, we were turning down certain types of busi- 
ness. 

Mr. HotrzMan. You were not stimulating other business, you were 
kept fairly busy with your contract; were you not 4 

Mr. Dunpar. Yes, sir. 

Mr. Hourzman. And you had no reason to believe that your con- 
tract would be canceled; is that right ? 

Mr. Dunpar. Well, we always had that fear. 

Mr. Hourzman. But you were enjoying the most cordial relations. 
You were getting letters from the State agency and from the Depart- 
ment of Agr iculture commending you on your operation; were you 
not? 

Mr. Dunpar. Yes, sit. 

Mr. Hortrzman. You had every reason to believe, as a matter of 
fact, that the contract would continue, didn’t you ? 

Mr. Dunswar. Yes, sir. 

Mr. Horrman. May I ask him a question there / 

Did you have any reason to believe that anyone from the Agricul- 
ture Department, someone like Levite, would come along with some 
perverted idea as to profits / 

Mr. Dunpar. No, sir. 

Mr. Reece. Well, since that line of questioning has started, based 
upon my experience, and I am wondering if it has been your observa- 
tion, anyone who has a business that is dependent upon a political 
relationship, there is a certain degree of uncertainty about it. 

Mr. DunBar. Yes, sir. 

Mr. Reece. And I am including that with the Government there is 
also a degree of uncertainty. 

Mr. Horratan. May I call your attention there—is it a fact that the 
committee will admit in all of these Government contracts there is a 
cancellation clause in there: with or without reason the Government 
can cancel the contract? Isn’t that true? 

Mr. Founrarn. That may be true. I am not in a position to com- 
ment with reference to other Government contracts but we have a con- 
tract here which deals with this specific situation. 

Mr. Horrman. It follows the standard form. 

Mr. Founrary. Mr. Dunbar, do I understand you to mean that you 
went to the trouble, before the execution of the contract, and spent 
considerable money in preparing a plan which you were to submit to 
Mr. Nickell and then you exec uted a contract which contained a 30- 
day cancellation provision, and that you spent considerable sums of 
money, invested a lot of capital, for the purpose of carrying out this 
contract, even though you were constantly in fear of a cancellation ? 

Mr. Dunnar. Yes. We had contacted other meatpackers and 
frozen food companies just in case that something did happen we 
could carry on. Some of the business that we solicited was entirely 
too much for us to handle at that particular time. 

Mr. Founrarn. Did you find that if there should be a cancellation 
you would be able to carry on? 

Mr. Dunsar. Well, we are carrying on some business with these 
particular trucks, But, we have got to put in some time to get some 
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business to carry on with it. We have not been able in the last 3 or 
4 months. 

Mr. Fountain. Are you, as you said yesterday, having to dispose 
of some of your trucks and some of your business ¢ 

Mr. Dunpar. We are going to have to if we do not get business for 
it. 

Mr. Votosuren. May I make a statement that I think may be of in- 
terest that has not been brought out, and that is that Mr. Dunbar’s 
accountant and the lawyer urged him not to take this contract in the 
beginning because of the fact that it was fraught with so much danger 
on a question of a 30-day cancellation clause, and he had to go out 
and borrow considerable money to get this equipment. They both 
urged him not to take it. 

Now if you will read the contract carefully, you will see that there 
is a 30-day cancellation clause in there plus 1 other clause that was 
dangerous in the view of a lawyer and an accountant. That was the 
processing clause. 

Only by the grace of God did Mr. Dunbar come out with a profit 
in this particular case. Now he only processed about 135,000 pounds 
of food, but he was subject to process 2 million if the Government 
wanted him to do so, which was part of the cost of this contract. 
That threat was also there, that that processing might take place. 

Therefore, he had to have a cushion during this entire time in case 
this event did take place. And this, in the way of an accounting 
firm, and legalistically speaking, is a very dangerous contract because 
at no time did Dunbar ever know what his volume would be. One 
month it was $100,000 and the next month it went down to $13,000. 

Mr. Founratn. That leads me to ask the next question, Mr. Dunbar. 

In view of these facts which counsel has just stated, you must have 
had every assurance that inasmuch as you had a contract with Mr. 
Nickell, whom you say was a friend of yours, which contained a 30- 
day cancellation period, and Mr. Nickell being the only man who 
could cancel that contract, that he was not going to cancel that con- 
tract. Isn’t that right? 

Mr. Dunpar. The Government could cancel his contract which 
would force him to cancel mine. 

Mr. Fountain. The Government contract with Mr. Nickell also 
had a 30-day cancellation period ¢ 

Mr. Dunzrar. Yes, sir. 

Mr. Founratn. But, knowing that the Government wanted these 
food commodities distributed, you had no reason to believe that the 
Federal Government would cancel its contract with Mr. Nickell ? 

Mr. Dunsar. I did not know what they were thinking. During the 
commodity period, without a meat product in the program in Illinois, 
your tonnage is really low. 

Mr. Fountarn. You knew that Mr. Nickell was serving on the 
School Lunch Advisory Board of the Secretary of Agriculture, did 
you not? 

Mr. Dunsar. No; I did not know that. 

Mr. Fountain. You did not know that? 

Mr. Dunpar. No, sir. 

Mr. Founrarn. You did not know it until just then ? 
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Mr. Dunzar. I did not know it until just then. I know he serves in 
several capacities on several different occasions, but I could not tell 
you what they were, and I did not know what that particular one was. 

Mr. Fountain. Mr. Dunbar, I invite your attention to page 15 of 
the GAO report, referred to exhibit A-5, which is a statement of 
income and expenses for the selected months of May, October, and 
November. During the month of October 1953, your total income 
was $61,281.85 according to these figures. Is that right? 

Mr. Dunpar. Yes, sir. 

Mr. Founta1n. $53,088.57 of that $61,000 was income from distribu- 
tion of surplus commodities ; was it not ? 

Mr. Dunsar. Yes, sir. 

Mr. Founratn. During the month of November, your income, 
according to these figures, was $112,936.55, and your income from 
distribution of surplus commodities was $95,768.30 of that amount. 
Is that right? 

Mr. Dunsar. Yes, sir. 

Mr. Fountarn. So that during those 2 months, which are given 
here as selected months, practically all of your income was from the 
distribution of surplus commodities ? 

Mr. Dunpar. There was more work entailed in that than in general 
hauling. There is not too much office work to it. 

Mr. Fountain. Now I note that the total of your expenses for the 
month of October 1953, are listed as $47,257.61 ; $59,219.55 for Novem- 
ber, which leads me to ask Mr. Schussele this question. 

What portion, Mr. Schussele, of the total for the month of October 
and for the month of November, under your allocation formula ex- 
pressing your opinion of that expense, would you allocate to his other 
business ¢ 

Mr. Scuussete. Sir, I could not give you an answer offhand. In 
the first place, I do not know that these figures are the actual expenses 
for that month. They may be the expenses reported in that month, 
but I do not know the expenses for that particular month. For in- 
stance, November 1954—I have not audited those figures, I do not know 
whether they are right or wrong. October 1953—if they are part of 
the total for the year, they could possibly be right, I do not know that 
they are. 

Mr. Founvain. So you are not in a position to answer my question 
on the subject? 

Mr. ScuusseE.e. No, sir; I cannot answer it. 

Mr. Reece. Could I propound a query’ I do not know who should 
answer, but certainly not the witness. 

The thing that impressed me, when I looked at this GAO report and 
particularly when I looked at it in comparison to Mr. Dunbar’s state- 
ment yesterday, the GAO made—selected 3 months here. 

Mr. Fountain. Might I say, at the suggestion of counsel, it was 
on Mr. Naughton’s suggestion that those 3 months were selected. 

Mr. Reece. That is beginning to answer my question. No long 
pan then was involved and no great burden, then, would it have 

een to have made a statement of income and expense for the whole 
period. I was just wondering why that was not done. 

Mr. Dunbar claims that does not accurately reflect, and, as the ac- 
countant says, expenses might be made in 1 month that would reflect 
expense incurred in another period. 
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Mr. Fountain. These selected ones, Mr. Reece, were in addition to 
the other figures which the GAO reports. The GAO report shows 
a statement of income and expenses for his operations for the entire 
period. However, they did not make a detailed audit. This was a 
survey. 

As I recall, the GAO report will show, for instance, on page 13 and 
on page 14, a statement of income and expenses for the period which 
I referred to when I asked Mr. Dunbar some questions about selling, 
travel, entertainment, and advertising expenses a few moments ago. 

Mr. Scuussete. I would like to make an observation on this. The 
income in October and November for the distribution of surplus com 
modities is derived from the delivery of that commodity. You show 
in here as warehouse expense, handling and storage, expenses of 
$18,000 for one month and $19,000 for the next. Now, actually, the 
income derived also covers storage on commodities, and our experience 
has been that we have these commodities in our hands up to 4 months, 
so there would be 4 months’ storage on it which you do not have the 
expense in your statement for here on page 15. You merely have the 
warehouse expense, handling, and storage charges that he made that 
month. But you do not have the expenses for the previous month. 

I believe I am right, and the figures do not appear to me to have 
all of the expense in there. 

Mr. Fountain. Mr. Dunbar, will you please turn to page 26 of the 
GAO report, schedule A-5, entitled, “Warehouse Expense, Other 
Than Hauling and Storage.” 

I believe that in compiling the material for this report, the GAO 
auditors tried to follow account headings on your books. Do you have 
such an account or one similar to it ¢ 

Mr. Dunpar. No, sir. 

Mr. Founvratrn. Maybe Mr. Schussele can answer that question ? 

Mr. Scuussete. I do not know that we have that account. It is 
possible the classification of accounts may have been changed during 
this period. We may have allocated expenses to another account. 

Mr. Fountatn. That would be composed entirely of expense items: 
would it not ? 

Mr. Scuusseve. Yes, sir. 

Mr. Founrary. All of the items that appeared in that account 
would be charged off in the year in which they occurred, rather than 
being capitalized and depreciated over several years? Isn’t that 
true? 

Mr. Scuussete. I believe so; yes, sir. 

Mr. Fountain. Among the items charged to warehouse expenses 
is $2.637 to John Hasara, which, I believe occurred in December of 
1952. Isthat right? 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. What was the purpose of that expenditure, Mr. 
Dunbar ? 

Mr. Dunspar. He was a contractor. It is either for work on the 
warehouse or material and labor on the warehouse. 

Mr. Founrtatn. In other words, it was for construction work ? 

Mr. Dunrar. Yes; possibly. I would have to check the invoice. 

Mr. Fountarn. And there is an item of $1,014.17 paid Barker, 
Lubin, which also was made in December 1952. What was the pur- 
pose of that expenditure? 
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Mr. Dunsar. That was to reinforce some of our trailer floors and 
part of the warehouse. _ by 

Mr. Fountarn. That is a building supply firm, is it not? 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. And an item is listed for H. F. Long with a nota- 
tion it was for plumbing. That also occurred in December of 1952. 

What was the nature of that expense / 

Mr. Dunpar. Yes, sir. Those were heaters that were put in a ware- 
house, g gas heaters. 

Mr. Founratn. You have listed $7,129.98 to H. C. Christians Co. 
I believe ‘that amount is the total of several checks. What was the 
nature of those transactions ? 

Mr. Dunsar. That was processing butter. 

Mr. Horrman. Wait a minute, Mr. Chairman. 

You do not mean proc essing butter ? 

Mr. Dunpar. Well, it comes shipped in in 64-pound blocks, and it 
was run 

Mr. Horrzman. Mr. Chairman, forgive me for interrupting. 

If ever I saw a case of putting words in a witness’ mouth, we just 
had evidence of it. 

I suggest, Mr. Chairman, that we let the witness answer. I think it 
is time we elicited these answers from the mouths of the witnesses. 

Mr. Horrman. Very well, and I thank you for that. However, any- 
body that knows anything about this operation knows that he does 
not process butter. 

Mr. Horrzman. Certainly he should know about his operation. 

Mr. Horrman. What he does is break down a package, and you are 
getting the wrong impression. 

Mr. Founratn. I am asking Mr. Dunbar what that expense item 
was for. 

Mr. Dunpar. That was for processing butter, putting it in pound 
prints—64-pound blocks. 

Mr. Horrman. Tell us what you mean by processing butter ? 

Mr. Founrarn. I think my next question might give him a chance 
toexplain that. However, he can answer in response to your question. 

Mr. Dunsar. This butter comes shipped in in 64-pound blocks, and 
is run through a processing machine, putting it in pound prints. 

Mr. Horrman. You call that processing ? 

Mr. Dunspar. Yes, sir. 

Mr. Founratn. In other words, the butter was delivered in bulk 
rather than already made into prints? 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. Did this butter originate with the Christians Co., 
or first delivered to you by someone else and then turned over to Chris- 
tians for processing ? 

Mr. Dunzar. Christian just had a processing company, they did 
not have a warehouse. It was probably transportec to Christians 
from some other warehouse. 

Mr. Founrarn. Do you know whether or not Christians was ever 

paid for processing butter for the school-lunch program by the De- 
tem me of Agriculture ? 

Mr. Dunsar. Not on what we hired him to do. 

Mr. Fountain. Then you do not know whether he was ever paid 
by the Department ? 
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Mr. Dunzpar. Well, it was in our contract to pay for all processing. 
He processes butter for everybody. 

Mr. Fountain. Did butter normally come to you in bulk, or did 
the Department of Agriculture sometimes pay to have it processed 
in prints ? 

Mr. Dunzar. It came both ways. 

Mr. Fountain. Well, are you able to say what portion came in one 
way and what portion came in the other, approximately ? 

Mr. Dunspar. Well, $7,000 worth of processing came in 64-pound 
blocks, but they could have shipped in 10 million pounds. We have 
the actual invoices for that. 

Mr. Chairman, if you will turn to the contract, item 10. 

Mr. Founrarn. We are familiar with that contract. You may 
read it if you would like to. 

Mr. Dunpar. It says: 

The outlet also agrees to make distribution to all eligible categories at points 
furnished the outlet by the recipient agencies and agreed upon. The charges 
for handling, storage and processing and delivery and terms of the payment will 
be arranged by the outlet and recipient agencies and approved by the State 
agency. 

The processing part was in there for which I was held liable, that I 
would have to process. I hoped I did not have to process too much, 
but I have the risk that I might have had 20 million to process. 

Mr. Fountain. You did not have to process all of it? 

Mr. Dunsar. No. 

Mr. Naveuron. Mr. Dunbar, did you do any other processing other 
than the $7,000 which was paid for processing of butter? 

Mr. Dunpar. No, sir. 

Mr. Naueuron. This butter that was processed, as I understand it, 
was delivered to the State institutions rather than to the schools. Is 
that correct, the amount on which you paid the processing ? 

Mr. Dunpgar. I could not say where it was delivered; possibly some 
of it to the institutions, some of it to the schools. 

Mr. Naveuron. Your normal rate for delivering butter was 414 
cents a pound. Did you charge the State institutions an extra cent 
a pound on the butter that you had processed ? 

Mr. Dunpar. No, sir. 

Mr. Naucuron. Are you sure of that? 

The reason I ask that question is that an audit made by the 
Department of Agriculture has a statement in it that an additional 
1 cent a pound was charged to the State institutions for this proc- 
essing. 

Mr. Dunzar. Not to my knowledge. 

Mr. Founrary. Mr. Dunbar, turn to page 28, schedule A-—7, of the 
GAO report, entitled “Dunbar & Co. (Trucking Service)—Summary 
of Executive and Supervisory Travel and Entertainment—October 
1. 1952, to February 28, 1955.” 

I notice that during the 6 months from July 1, 1952, to December 
31, 1952, your travel and entertainment expenses as an executive were 
$1,186.45, and Mr. Joe A. Dunbar’s were $539.12. Mr. James W. 
Dunbar, Jr., was not with you at that time. 

For the year ending December 31, 1953, Joe Dunbar’s travel ex- 
penses were $3,882.39 ; yours were $9,271.84. 
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For the year ending 1954, Joe Dunbar’s were $3,135.67. Jim Dun- 
har, having come into the picture, had an expense of $1,544.63; and 
yours were over $4,000. 

Then, in January and February of 1955, yours were approximately 
3904; Joe Dunbar’s were $478, and James W. Dunbar’s were approxi- 
mately $267, making the total for you of $15,800 and some Sellads 
Joe Dunbar, $8,036 and some cents; and James Dunbar, Jr., $1,811.98. 

Now, in view of that, I would like to ask you just what type of 
travel was it necessary for all of you to make? 

Mr. Dunpar. Well, there was traveling over the entire State, visit- 
ing the different schools and institutions and seeing that they got the 
proper service, and our other business and checking drivers. Most 
of it was on our other business. 

Mr. Fountain. Most of it was on your other business ? 

Mr. Dunsar. Yes, sir. 

Mr. Founrarn. And not your food distribution business? 

Mr. Dunpar. Right, sir. 

Mr. Fountain. Now, during the month of October of 1953, were 
you away every day? 

Mr. Dunpar. I do not remember, sir, 

Mr. Fountain. Well, I notice you have expense items charged for 
every day in the month of October 1953 with the exception of October 
4,11, 18—and that is all. 

You have expenses for lunch, dinner, hotel tips, and other items 
for that entire month. The hotel expenses were not for every day, I 
should point out. 

For expenses in connection with your business—“Travel and enter- 
tainment” it is entitled—during that month I see a notation here on the 
worksheet of the GAO representatives of Panhandle, Houston and 
return. Does that refresh your recollection of what you were doing 
during that month ? 

Mr. Dunpar. Yes; we were stringing pipe and setting engines on 
compressor stations, and we had to visit the offices, home offices, in 
Houston, Kansas City, Tennessee. 

Mr. Founta1n. I notice on the 10th of that month you have Texas- 
Illinois football expense tickets : $42.29. Was that entertainment? 

Mr. Dunrar. Yes, sir. 

Mr. Fountarn. Did you charge all of your trips to football games 
as an expense item ? 

Mr. Dunpar. When I took customers, yes. 

Mr. Horrman. May I ask him, Mr. Chairman, what were those 
football expenses? What do you mean, money that you spent to go 
toa football game? Just tell us what they were? 

Mr. Dunzpar. With customers. 

Mr. Horrman. Tickets you purchased and gave to customers? 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. So that related altogether to your other business? 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. You did not have to buy any tickets to entertain 
anybody for the food distribution ? 

Mr. Dunpar. No, sir. 

Mr. Horrman. Didn’t you give some of those to Nickell ? 

Mr. Dunpar. No, sir. 

Mr. Horrman. You didn’t? 
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Mr. Dunnar. He was on the board at the University of Illinois, and 
he got a couple of passes every game. 

Mr. Founrarn. Where was the Texas-Illinois football game in 1953, 
Mr. Dunbar ¢ 

Mr. Dunsar. That is the Texas-Lllinois Pipeline Co. It says Texas- 
Illinois football. 

They never play Texas—not in the last 10 years that I know of. 

Mr. Fountain. Then you would say that the item listed by the GAO 
representatives on their work sheet was in error ? 

Mr. Dunpar. It was Texas-I]linois; yes; but it was Texas-I]linois 
Pipeline Co. and not Texas-I]linois football game. 

Mr. Fountain. There was a football game? 

Mr. Dunzgar. It was a football game, but it was not Texas-Ilhinois. 

Mr. Fountain. You went to the football game ? 

Mr. Dunpar. Yes, sir. 

Mr. Fountarn. Do you recall what customers you took to that 
particular football game ? 

Mr. Dunzar. Not offhand; no, sir. 

Mr. Founrarn. Were they Texas-I]linois Pipeline people ¢ 

Mr. Dunrnar. Sir? 

Mr. Founrarn. Were they Texas-I]linois Pipeline people ¢ 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. Do you know their names? 

Mr. Dunzrar. Not offhand. There were several of them. 

Mr. Fountrarn. Can you give me the name of one of them ? 

Mr. Dunpar. Well, there was a gentleman by the name of Kranz. 
| know of several of them over there. I could not call their names 
right now. 

Mr. Fountain. If you went to a football game with them, I assume 
you got acquainted with them. You can give the names of one indi- 
vidual you took along; can’t you ? 

Mr. Dunsar. Well, sometimes there were two carloads of us that 
went, and I could not remember all of their names. 

Mr. Founratn. You mean you took them from Springfield and 
then picked up some representatives of the Texas-Illinois Pipeline 
Co. and took them to the game : also ? 

Mr. Dunpar. Yes; it was on the way to Champaign, Lil. 

Mr. Horrman. Pardon me. May I ask, was part of that charged up 
to the Government in any of these audits ? 

Mr. ScHvssELE. No, sir. 

Mr. Horrman. I odject—— 

Mr. Founrary. Wait a minute. It is an expense item of the com- 
pany; isn’t it? 

Mr. Dunrar. Yes, sir. 

Mr. Horrman. Charged to the commodity operation—I ask the 
auditor ? 

Mr. Scuusse.x. I donot claim that it is: no, sir. 

Mr. Fountarn. You have no way of knowing what it is charged to. 
It is on the books as an expense item; is it not ¢ 

Mr. Scuussetr. | aon ined that there are considerable number of 
expenses involved in this thing. For instance, you have, oruaniad. a 
copy of Mr. Dunbar’s expense book for the month of October in 
which you claim there are expenses in there—— 

Mr. Fountain. That is right. 
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Mr. Scuvusse.e. Fivery day. 

Mr. Fountain. With the exception of 3 days. 

Mr. Scuussete. ‘That is 28 dove then, and we have 29 months— 
28 times 29—I would have to allocate each one singly, and it would be 
a considerable amount of time and expense to do it. I did not think 
it was necessary. 

Mr. Honrzman. Mr. Chairman ¢ 

Mr. Founrarn. Go ahead. 

Mr. Hotrzman. Can you state as an accountant that they were not 
charged up to the Commodity Contract ? 

Mr. ScuusseLe. The food Commodity Contract. The books have 
not been kept in that manner sir. No, sir. 

Mr. Horrzman. Can you say for a certainty now, as an accountant, 
that none of these items we are discussing was charged to the Govern- 
ment, so to speak ? 

Mr. ScuussEte. Yes, sir; I can say that they were not. They were 
charged to Dunbar & Co. The Government did not in any way pay 
Mr. Dunbar for his travel and entertainment expenses. 

Mr. Hourzman. In connection with the Government contract that 
Mr. Dunbar was handling- 

Mr. Dunsar. Yes, sir. 

Mr. Hourzman. Can you say, now, that these items the chairman 
just read off were not attributed and not charged to that particular 
contract ? 

Mr. Scuussete. Yes, sir; I can say that. 

Mr. Fountraty. Well now, Mr. Schussele, they were paid out of the 
income which Mr. Dunbar received 

Mr. Scuusseve. That is right, sir. 

Mr. Fountarn. Were they not, and he received income from the 
Government and from the State ? 

Mr. ScuussE.e. Yes, sir; and he received income from other sources, 
too. 

Mr. Founrain. That is right. However, you have no way of know- 
ing whether this was charged up to other sources or the food distribu- 
tion contract, do you ? 

Mr. ScuussE.k. I think it is evident on the surface, and I do not, as 
I said in my statement—I said that we have not claimed that none of 
the advertising and promotion expense and only a small portion of the 
travel, entertainment expenses have been charged against the Com- 
modity Contract. Now 

Mr. Fountain. That is your allocation, your opinion. The books 
do not show that ? 

Mr. Scuussetz. I do not know what you mean about whether the 
books show it. The books show he paid the expense; yes, sir. 

Mr. Founratn. But it does not show it was charged up to any 
particular type of business ? 

Mr. Scuusse.e. No, it does not. 

Mr. Houraman. As a matter of fact, it is not even an opinion by 
virtue of your own statement. It is just a guess; isn’t that so? 

Mr. Scuussete. It is an allocation—yes, it is a guess. 

Mr. Fountain. All right. 

Mr. Scuussete. And I explained why it was a guess, because of 
the time and expense involved in obtaining it. 

Mr. Reece. Mr. Chairman, may I again interject ? 
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I have been trying to find and look over the contract with Nickell. 
But, as I understand the contract, and I want to see if I am correct, 
the contract provided that Dunbar & Co. should render certain serv- 
ices to the State in the distribution of commodities 

Mr. Scuussete. That is right. 

Mr. Reece. And that there was a fixed fee or charge in the contract 
for those services. Therefore, any expenses that might be charged to 
Dunbar & Co. in nowise reflected any increased expense to the Gov- 
ernment; however, they were charged back in Dunbar & Co., whether 
to his other operations or to the commodity operations. Is that 
correct ¢ 

Mr. ScuussEte. Yes, sir. 

And even further, if you added all those back, we still would not 
reach the eight hundred or nine hundred thousand in excess profit. 
And we were talking about a small amount of money. 

If you eliminated all of these expenses as chargeable against the 
contract, we are a long way from the eight or nine hundred thousand. 

Mr. Reece. If you eliminated all of them, what figure would you 
have, in your opinion, and charge them up to the food-distribution 
program { 

Mr. ScHussete. Sir? 

Mr. Reece. If you eliminated all of these figures that you just said 
and charged them up to the food-distribution contract, what would be 
the total profit ? 

Mr. Scuusseve. The total profit would not exceed a half a million 
dollars before tax. 

Mr. Fountain. Well, it was almost half a million dollars—about 
$400,000; wasn’t it? 

Mr. Scuussete. You are talking about $66,000, sir. 

Mr. Fountain. Well, 1 was talking about one thing, and you were 
talking about another in that comment. 

Now, getting back to this October 

Mr, HorrmaNn, Before you go to that, may I get this—the only 
possible way, in your opinion at least—I am asking for your opin- 
ion, of course—in which these figures about expenses become rele- 
vant is to determine the actual profit on the Government contract; 
is that it? 

Mr. Scnuussetz. That is right, sir. 

Mr. Horrman. That is the only thing it has to do with it. 

Mr. Scuussete. That is right, sir. 

Mr. Horrman. And, if the committee has no jurisdiction to deter- 
mine whether or not the profit was or was not excessive, and there 
being no renegotiation anywhere in the case, what difference does it 
make ? 

Mr. Scuussete. I do not see that it makes any, sir. 

Mr. Fountarn. We have the jurisdiction, Mr. Hoffman, and I think 
the responsibility, to determine the cost of program to the Government 
and to determine whether or not we can get sufficient information upon 
which to base recommendations for the future. 

Mr. Horrman. I agree. 

Mr. Founrarn. And, unfortunately, in an effort to get that, one of 
the ways of determining whether or not it has’ cost the Government 
too much money, is to determine, as best we can, what the profits have 
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been and what the expenses of Dunbar, which was the exclusive agent 
of the State of Illinois, were. 

Mr. Horrman. But, if it be admitted or proved that the delivery 
cost. too much, then the fault is with either the department of educa- 
tion in the State or the Department of Agriculture here in Washington. 

Mr. Fountain. You may well be right. 

Mr. Horrman. I am, am I not? 

Mr. Fountarn. I am not expressing an opinion at this time. I want 
to wait until we get all the facts. 

Mr. Reece. Off the record. 

(Discussion off the record.) 

Mr. Fountarn. On the record. 

Mr. Knox. Mr. Chairman, may I request now that the gentleman 
repeat your statement so it will be on the record ? 

Mr. Reece. Before he does that, I would like to have the response 
to my question: Where can I find the statement of charges as agreed 
upon with Nickell at the time the contract was entered into? Is it 
exhibit A—7 in the GAO report? 

Mr. Founrtatn. It is already in the record from a previous hearing, 
Mr. Reece. 

Mr. Reece. You see, we do not have the record here, and I wanted 
it for my own information as a basis for possible questioning and 
observation. 

Is this available to me to retain? 

Mr. Scuussete. You may have that, sir, yes. 

Mr. Fountain. Mr. Voloshen? 

Mr. VoLosHEN. Yes, sir? 

Mr. Fountain. What you were saying is based altogether on what 
Mr. Dunbar had told you? 

Mr. VoLosHEN. meee: 

Mr. Founta1n. Then, I do not think it would be appropriate, gen- 
tlemen, as a precedent, for counsel in these cases to start testifying 
as to something somebody told him, unless it is direct testimony. 

Mr. Vorosuen. I did not mean to testify, and I understand the 
rules of the committee. However, I thought it may be enlightening 
to some of the members of the committee to understand that at the 
time of the contract—Mr. Dunbar certainly is qualified to tell you what 
happened at that date—but what I was trying to show was that these 
rates had always been exposed to everybody who was concerned with it. 

Mr. Founrarn. We understand that, and the record already shows 
that at a previous hearing. The members of the committee will have 
the opportunity to get those facts. 

Mr. VotosHen. I am sorry, I thought it would be helpful to the 
committee. 

Mr. Horrman. I understand the House just amended the rule, 
which I thought was unnecessary, to provide that hearings should 
be confined to certain issues which the chairman should state, as you 
did, in the beginning, and that the witness could be represented by 
counsel, 

Mr. Fountain. That is right. 

Mr. Horrman. While he cannot testify when there is a question 
as to what happened there, he advises his client. 
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Mr. Founratrn. I 'think the rule which says he can advise his wit- 
ness, that he can object and things of that kind—I think it is per- 
fectly proper. 

Mr. VotosHeNn. Thank you, sir. 

Mr. Fountatn. I think that has been the practice of the committees 
here. 

Mr. Horrman. Are you going so far as to say, when he has some- 
thing of explanation which he wishes to make and makes it cour- 
teously after addressing the ch: rman, he can do that, too? 

Mr. Fountain. Person: lly, that is satisfactory with me. And so 
far as I can ascertain, he has'been very courteous. So far, all of the 
witnesses have, and we are trying to reciprocate. 

Mr. VoLosHen. We have certainly gotten the same treatment from 
the committee. 

Mr. Fountrarn. Thank you, very much. 

Mr. Knox. Mr. Dunbar, I have withheld from asking this ques- 
tion for a period of time. Iam going to request now of you to inform 
the committee, if you had a du: I contract for the distribution of sur- 
plus commodities, one with the State of Illinois and the other with the 
Agriculture Department ? 

Mr. Dunsar. If it was a dual ¢ 

Mr. Knox. Yes; I say dual, 2 separate contracts, 1 with the State 
of Illinois and 1 with the Agriculture Department ? 

As I recall, it was stated that there was some $ $30,000 of revenue de- 
rived from a contract with the Agriculture Department. Is that 
correct ¢ 

Mr. Dunpar. That was general hauling, not related to this con- 
tract. 

Mr. Knox. It was a contract, though, that you had with the Agri- 
culture Department. Is that true? 

Mr. Dunpar. It was a—we were for-hire carriers and hauled car- 
loads within the State of Illinois to their 

Mr. Knox. Yes, through a contract or an agreement ? 

Mr. Dunpar. Through an agreement, yes. I do not think there 
was a contract. 

Mr. Knox. Does the $43,000 you have mentioned reflect in your 
profits of the operation of Dunbar & Co. as far as sur plus commodities 
are concerned ¢ 

Mr. Dunpgar. No, sir. 

Mr. Kwox. That is a separate item, it is not included in the capitu- 
lation of revenues from Dunbar & Co. on surplus commodities 

Mr. Dunzar. That is right, sir. 

Mr. Knox. That is the “question I wanted to get cleared up, Mr. 
Chairman. 

Mr. Founraty. Mr. Dunbar, getting back to schedule A-7 on page 
28, I invite your attention to the names of supervisors: Herschel 8. 
Bradley, Gerald Boblitt, Bernard A. Sulski, John J. Brennan. 

Just what were their duties as supervisors ? 

Mr. Dunsar. Well, Herschel Bradley handles the carloading, un- 
loading of carloading and dispatching and went to the different ware- 
houses to expedite the different routings of the trucks. 

Mr. Fountain. Where are those warehouses located ? 
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Mr. Dunsar. To start with, they were in Chicago, Peoria, Murphys- 
boro, and Springfield. But, we limited it to Chicago, Springfield, and 
hauled it to Anna. 

Mr. Fountain. I notice Bradley’s total travel expenses from July 
1 to February 1955 were $2,460.93. 

Now what were the duties of Gerald Boblitt ? 

Mr. Dunpar. He was in charge of the equipment. 

Mr. Fountarn. Where ? 

Mr. Dunrar. All over the State. 

Mr. Fountarn. What about Bernard S. Sulski? 

Mr. Dunpar. He was in charge in the Chicago area. 

Mr. Fountain. John J. Brennan ? 

Mr. Dunpar. He was in charge in the Springfield area. 

Mr. Fountarn. I notice you have total travel and Toe teen 
expenses for them from October 1, 1952, to February 28, 1955, of 
$16,697.13. 

That was travel and entertainment necessary in the performance 
of their duties in the capacities which you have already explained ? 

Mr. Dunpar. Yes, sir. 

Mr. Hourzman. Mr. Chairman, can we find out whether Mr. Dunbar 
had any other operation in the Chic ago area at that time other than 
the food-distribution program / 

Mr. Dunpar. Yes, sir. 

Mr. Hoitrzman. What did you have? 

Mr. Dunpar. General hauling from Chicago to Springfield and 
southern Illinois—heavy hauling. 

Mr. Fountain. Did these men likewise supervise that ? 

Mr. Dunpar. Yes, sir. 

Mr. Hoitrzman. That which you described was for the Department 
of Agriculture, was it not ? 

Mr. Dunrar. No, sir. 

Mr. Horrzman. It was your own personal business, not related to 
the Government; is that correct ? 

Mr. Dunpar. Yes, sir. 

Mr. Fountatn. I notice that you have an expense item of $4,093 
for the Hotel Sherman which was spread fairly evenly over the Gils 
period of the contract in amounts of $100 to $300 per month. In some 
months no expense is recorded. 

Mr. Hourzman. It is schedule A-8. 

Mr. Founrain. Will you explain to us what those expenses were 
for? 

Mr. Dunzar. That is where we stayed in Chicago. 

Mr. Founrarn. Is that while you were investigating for the pur- 
pose of determining whether or not you wanted to do this job? 

Mr. Dunnar. No; during the whole contract we were there. 

Mr. Founrary. Dur ing the whole contract period ? 

Mr. Dunpar. Plus our other business that we had. 

Mr. Founta1n. Now I notice you paid the American Airlines a total 
of $1,193.29. What was that for? 

Mr. Dunrar. That was flying back and forth to Chicago and wher- 
ever we had to go. A lot of times I would fly up in a morning and fly 
7 that night. A lot of times I would have to stay for a couple 
of days. 
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Mr. Fountarn. Was that in connection with the food-distribution 
program ¢ 

Mr. Dunsar. Part of it was, sir; yes. 

Mr. Foun1a1n. Are you able to tell us what part was not ? 

Mr. Dunsar. I would not be able to tell you what part was not, 
Mr. Chairman. 

Mr. Founrain. But you also flew to those points in the performance 
of your work in connection with your other trucking business ? 

Mr. Dunpar. Yes, sir. 

Mr. Founrarn. I notice the figure $1,592.33 paid to Lucia Dis- 
tributing Co. In June 1954 it was $216; October, $487.50; December 
$616.33; and February 1955 it was $272.50. 

I wonder if you can explain those items ? 

Mr. Dunpar. Part of that was flying, and part of it was for gift 
cheese boxes. 

Mr. Fountarn. Flying for whom ¢ 

Mr. Dunpar. For Dunbar & Co. 

Mr. Fountain. Well now, on those trips, did you take the Dunbar 
& Co. personnel ? 

Mr. Dunsar. Yes. He flew—my nephew was a flier, and he flew 
with him. I flew with him a couple of times, or a few times. I do 
not remember the exact amount. 

Mr. Fountain. Did you ever furnish plane transportation for any 
private individual other than those associated with Dunbar & Co. ? 

Mr. Dunwar. Possibly if they were customers. I do not recollect. 

Mr. Fountain. Were they necessarily customers ? 

Mr. Dunpar. It was not for anybody personal. 

Mr. Founratn. Do you ever fly any public officials—— 

Mr. Dunbar. No, sir. 

Mr. Fountain. Other than yourself in the capacity in which you 
were ~ ving ¢ 

Mr. Naughton has a few questions he wants to ask on this airplane 
item, Mr. Dunbar. 

Mr. NaveHron. On September 30 of 1954, there is a check to Lucia 
Distributing Co. for $360. Do you have that check and the voucher 
with you? 

Mr. Dunnar. Yes, sir. 

Mr. Navucuron. I wonder if you could bring it up here, please ? 

If you have some other invoices and checks from Lucia Distributing 
Co., if they are together there, you might refer to them while we are 
going over this. 

Mr. Horrman. Mr. Chairman, I ask counsel, are you now ques- 
tioning about the check and the supporting voucher referred to under 
heading 6 on page 6? 

Mr. Naucuron. Page 7 of the mimeographed copy of correspond- 
ence with Mr. Dunbar. 

Mr. Horrman. You have finished on page 6? 

Mr. Fountain. We have not finished on page 6, but we are on page 7. 

Mr. Horrman. But you are on that general subject of inquiring 
as to these checks and what they were for ‘and all 4 

Mr. Fountain. Yes, sir. 

Mr. Horrman. I might renew my objection for the purpose of the 
record, that the committee hasn't any jurisdiction to inquire as to 
those matters for the reason that there is only one check, as I under- 
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stand it, in the whole list that has anything to do with the contract 
between the State and Dunbar Co. That is the one that is numbered 
9585. It was for, as they called it here, processing butter. It was for 
$1,261.09. 

Mr. Founrary. Inasmuch as they are all paid for, Mr. Hoffman, by 
Dunbar & Co.. and Dunbar & Co. had a contract with the State of 
illinois, and in view of the relationship of the Federal Government, 
the State and Mr. Dunbar, your objection is overruled. 

Mr. Horrman. And there is no evidence in this case, so far, that 
any of those amounts which were paid out by Dunbar had anything 
to do with the Government contract, as I understand it. 

I just want my objection on the record because I propose to bring 
the matter up in the House with reference to amendment of the rules. 

Mr. Founrarn. There is no evidence that they did not either, as I 
understand it. 

Mr. Nauecnron. Now, then, check No. 4615, dated December 30-——— 

Mr. Horrman. Pardon me, I understood the auditor here to state 
that that was the only one. Is that right, Mr. Auditor? 

Mr. Scrusseiz. Yes. 

Mr. Founrarn. There again, as I understand it, he is expressing 
an opinion and making a guess. 

Mr. Naventon. Check No. 4615, dated December 30, for $360, signed 
“Dunbar & Co., by Joe A. Dunbar,” is made out to the Lucia Dis- 
tributing Co. The supporting voucher shows that this was for rental 
of a plane, and we have on here September 2, 1954, 3 hours, at $15 per 
hour—45. 

Could you tell us what the rental of this plane was for—what it 
was used for? 

Mr. Dunspar. It was used for flying down to Mississippi and to 
Kansas City on this other business and they transported some of the 
rest of the fellows of our company. 

Mr. Naventron. Who was the pilot of this plane? 

Mr. Dunpar. My nephew sometimes and 

Mr. Naucuron. Joe A. Dunbar you are referring to now ? 

Mr. Dunpar. Yes, sir; and Ray Lucia. 

Mr. Naventon. Is Mr. Lucia a licensed commercial pilot, do you 
know ¢ 

Mr. Dunzar. I could not swear to that. 

Mr. Naveunton. The only persons who would have piloted the plane 
that was rented or chartered from the Lucia company would be either 
Joe A. Dunbar or Ray W. Lucia ? 

Mr. Dunpar. Right, sir. 

Mr. Naventon. That is Ray W. Lucia, Jr., would it be, who was 
the pilot, or Ray Lucia, Sr. ? 

Mr. Dunsar. I do not know whether Ray Lucia, Jr., was a pilot or 
not. 

Mr. Navewron. In other words, Ray W. Lucia, Sr., is a pilot, and 
he is the one you refer to there? 

Mr. Dunpar. Yes, sir. 

Mr. Horrman. Mr. Chairman, to repeat my objection—I am sorry I 
have to repeat it—my objection goes to the fact that I claim these 
items are not relevant for the reason that the amount paid out by 
Dunbar, except the one item for $1,261.09, has in no way increased 
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the cost either to the States, to the recipients, or to the Federal Gov- 
ernment, and it in no way affected that rate. 

Mr. Fountain. But, I make this observation in reply, Mr. Hoffman, 
if they were unnecessary expenses—I do not know what the facts will 
reveal—and if, in view of unnecessary expenses, this program cost the 
State of Illinois and the Federal Government too much, then they are 
relevant in our efforts to determine a means of affording a more eco- 
nomical and efficient way in which to handle this food distribution 
problem. 

Mr. Horrman. I agree with you, Mr. Chairman, on that. 

However, my point was that, for example, if you had paid out $10,- 
000 and bought whisky or bet it on a horserace, if it did not enter 
into the cost which was fixed by the contract—that is, the cost to the 
recipient for delivery—and no Federal money was in it, even though 
the sum that he received under this contract from the Federal Gov- 
ernment was paid by him for any silly, foolish purpose, it does not 
affect the issue here. 

Mr. Fountain. Unfortunately, we have no way of ascertaining 
with any degree of accuracy the extent to which the two and a half mil- 
lion dollars in Federal funds contributed to the schools in the State 
of Illinois were paid for the purpose of performance of this contract. 

Mr. Horrman. But the record does show that all sums which he re- 
received for the delivery of commodities under this program were 
fixed, and that these charges cannot possibly have anything to do 
with that rate because he gave them what I would call a tariff, sub- 
mitted with his contract. The State knew it. Nobody made objec- 
tion, and none of the recipients ever made objection. 

Mr. Fountain. I am inclined to agree with you on that. However, 
they can have a tremendous effect on the fixing of rates in the future. 

Mr. Horrman. How is that ? 

Mr. Fountain. They can have a tremendous effect in the fixing 
of rates in the future and the extent to which we can save Uncle Sam 
some money. 

Mr. Naueuton. Now, since, as you say, this was for official travel 
of Dunbar & Co., that, of course, would be an expense which was 
chargeable for travel for the company ; is that correct. 

Mr. Dunpar. Yes, sir. 

Mr. Naveuton. What account was charged w ith the check of $360? 
Was that charged to “Travel and entertainment” 

Mr. Scnussee. I do not know offhand. 

Mr. Naueuron. Was it charged to “Sundry expense”? 

Mr. Scuussexe. I do not know. 

Mr. Naveuron. You would not be able to state what it was? 

Mr. Scuusseve. No, sir. As I understand, this was in the latter 
part of 1954, and I have not examined the books since June 30, 1954. 

Mr. Navcutron. You have been accountant for Dunbar & Co. during 
that period ? 

Mr. Scuussete. I am employed to make an annual examination 
for whatever period he wants, and I prepare his tax return; yes, sir. 

Mr. Navucuron. But you could not say whether this was charged 
to travel expense or to sundry expense ¢ 

Mr. Scnusse.z. No, sir; I do not know. 
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Mr. Naveuron. We have another check dated October 30, 1954, to 
the Lucia Distributing Co. for $487.50. That is check No. 4779. 

As I understand it, you were unable to locate a voucher for that 
check ¢ 

Mr. Scuusseve. Yes, sir. We could not locate it when you were 
there, and we have not been able to find it since. I do not know 
whether the General Accounting Office men had it and it was mis- 
et during that time or w hether it was misplaced when Murphey, 
Nash, and Jones were there. I do not know, but we could not find it 
in Mr. Dunbar’s office at the time you were there, and we have not 
been able to find it since. 

Mr. Naveuton. Do you know what the purpose of that check was? 

Mr. Scuussete. No, sir. 

Mr. Naveuton. Have you ever asked Mr. Lucia? 

Mr. Scuusse.e. No, sir. 

Mr. Naveuton. Could it have been for addition: il plane charges. 

Mr. Scuussete. I suppose that is possible; yes, sir. 

Mr. Navenron. And there is another check for $50, which is check 
No. 4780. Could that have been for plane charges? 

Mr. Scuussete. I guess it is possible. I donot know. 

Mr. Navenron. Mr. Dunbar, would you be in a position to know 
who had been on the plane that was chartered and who had not been 
on it? 

Mr. Dunnar. He flew several of our employees. He flew several 
times to ponppeen Illinois to take a driver or two down to pick up 
equipment, or he would take one of our supervisors and fly into 
certain parts ‘of Illinois to Kankakee, Ill., the pipeline job, and to 
Kansas City, and several others. I could not name you the exact 
ones. 

Mr. Naveuron. But you have no idea whether or not, for example, 
Mr. Nickell had ever been on this plane ¢ 

Mr. Dunrar. Well, he was not on the plane if I paid for it, I know 
that. 

Mr. Horrman. Which check are you talking about now, what 
number ¢ 

Mr. Nauauron. Check No. 4615. 

Is it your testimony, then, that Mr. Nickell was not on the plane 
which you chartered from the Lucia Distributing Co. ? 

Mr. Dunpar. Absolutely not. 

Mr. Naucuron. Neither in October or November ? 

Mr. Dunzar. Right. 

Mr. Naventon. Was any other candidate for public office on that 
plane, excluding yourself ? 

Mr. Dunsar. Sir? 

Mr. Naveuton. Was any other candidate for public office on that 
plane, excluding yourself ? 

Mr. Dunpar. The time we had rented 

Mr. Naueuton. In September and October ? 

Mr. Dunsar. I do not know who all was on the plane at. different 
times. He was in and out of Springfield a lot. However, the one we 
chartered—there was no public official on the plane. 

Mr. Founrarn. What is the pleasure of the committee? I think 
that was a quorum call, and it looks like we are going to have to recess. 
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We will not meet in this room this afternoon. The hearing will be 
held in room 1302 of the New House Office Building. 
We will stand in recess until 2 o’clock. 
(Whereupon, at 12:30 p. m., the hearing was in recess until 2 p. m., 
of the same day.) 
AFTERNOON SESSION 


(Following the taking of a luncheon recess, the subcommittee 
resumed its hearing, in room 1302 New House Office Building.) 

Mr. Founratn. The subcommittee will come to order. 

Let the record show that at the beginning of the afternoon session 
a quorum was present, composed of Mr. Knox, Mr. Reece, Mr. Hoff- 
man, Mr. Krueger, Mr. Holtzman, and the chairman. 

Mr. Hourzman. Mr. Chairman. 

Mr. Founrarn. Mr. Holtzman. 

Mr. Horrzman. At this time I would like to move that henceforth 
two members of this subcommittee shall constitute a quorum for the 
purposes of taking testimony, and in accordance with the rules of 
the House, in accordance with the rules of every committee, that due 
and proper notice be given to the minority of each subcommittee. 

Mr. Founratn. Is there a.second to the motion ? 

Mr. Reece. I second it. 

Mr. Founratrn. Is there any discussion ? 

( No response. ) ; 

Mr. Founratn. All those in favor of the motion, let it be known by 
saying “aye.” 

(A chorus of ayes.) 

Mr. Founrarn. Opposed, 

(No response. ) 

Mr. Founratn. It is unanimously carried. 

Mr. Knox. Mr. Chairman, before you start on your questioning, 
may I ask a question to follow up a thought of this morning? 

Mr. Founratin. Yes. 

Mr. Knox. I don’t believe there was a satisfactory answer, as far 
as I was concerned. 

Mr. Founrarn. Go ahead. 

Mr. Knox. Mr. Dunbar, you may recall I asked you the question if 
you had a dual contract in the distribution of surplus commodities. 

Now, the dual contract I had in mind was the one that you had with 
the State of Illinois, with the department of public construction, and 
what agreement or contract did you have with the Department of 
Agric ulture for the pickup deliveries from the station to a particular 
warehouse ? 

Mr. Dunpar. There was none. We were just for hire carriers in 
that particular picture. 

Mr. Knox. Did the Agriculture Department ever object to the 
rates that you charged for that service? 

Mr. Dunpar. No, sir. 

Mr. Knox. Did you have repeat requests for the transportation of 
surplus commodities by the Department of Agriculture? 

Mr. Dunwar. What originated in Ilinois; yes, sir. 

Mr. Founrarn. At this ] point, will you let the record show that Mr. 
Holifield has arrived. 
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Mr. Knox. Whom did you make it with, or were you employed by 
the Department of Agriculture for the delivery of such commodities ? 

Mr. Dunpar. I didn’t quite understand that. 

Mr. Knox. Well, through some agent of the Department of Agri- 
culture, someone must have contacted the Dunbar Co. in order to 
engage them for the transportation of these certain commodities. 

Mr. Dunpar. We contacted their traffic department. 

Mr. Knox. You contacted the traffic department? 

Mr. Dunpar. Yes, sir. 

Mr. Knox. How were you aware of the fact that these commodities 
were being delivered ? 

Mr. Dunpar. We had delivery orders on several carloads at one 
time, and their points of origin. 

Mr. Knox. In other words, they notified you that certain carloads 
of surplus commodities were coming in to the State of Illinois; is that 
correct 

Mr. Dunpar. Originating in the State. We didn't have authority 
to go out of the State of Illinois. 

Mr. Knox. No. The Department of Agriculture, upon shipment of 
the commodities, where it originated, to the State of Illinois, would 
then notify you that this shipment was coming to the State of Illinois? 

Mr. Dunpar. Well, the shipments the Department of Agriculture 
notified us about originated in the State of Illinois, like in Shelbyville, 
from a cheese warehouse; Peoria, Ill., Decatur, Ill., Chicago, and East 
St. Louis, and Bushnell, Ill. 

Mr. Knox. Then the commodities that you transported for the De- 
partment originated within the State; is that correct? 

Mr. Dunsar. Certain commodities did ; yes, sir. 

Mr. Knox. Were there any out-of-State commodities that were 
shipped into the State that you contracted, or you contacted the De- 
partment relative to the transportation of ? 

Mr. Dunsar. No, we didn’t have trucking authority to go outside 
of the State of Illinois for interstate commerce. 

Mr. Knox. In other words, there was not exactly a dual contract, 
as L referred to it? 

Mr. Dunpar. No, sir. 

_ Mr. Knox. It wasa matter of merely employing, as you say, a truck- 
ing concern to do certain trucking business for the Department of 
Agriculture. 

Mr. Dunrar. Yes, sir. 

Mr. Knox. I wondered if you had two contracts. I was trying to 
clear that up. I had understood you to say that you did have a dual 
contract. 

Mr. Dunpar. No, sir. What I meant was the United States De- 
partment of Agriculture had a contract with the State agency which 
was similar to our contract. 

Mr. Knox. Yes. 

Mr. Scuussetr. Maybe I could explain it a little more. 

_ We were notified that these commodities were to be shipped to the 

State agency, and thereby to us to be distributed in Tiinois the 
Department of Agriculture employed us, or hired us, or contracted 
with us, to haul them from whatever plant they were, or warehouse 
they were stored at, to our warehouse. ' 
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Mr. Knox. Did at any time the Department of Agriculture employ 
any other trucking firms in your area for the transportation of these 
commodities ? 

Mr. Dunpwar. Yes, sir. 

Mr. Knox. They did? 

Mr. Dunwar. Yes, sir. 

Mr. Kwox. In other words, it was not something that was limited 
as far as aren was concerned, everyone had an opportunity 
to bid or contract with the Department for the delivery of the 
oeenmuaitianie’ 

Mr. Dunpar. Yes,sir. I only got a small piece of it. 

Mr. Knox. I notice that when you were questioned this morning, I 
believe it was, that you mentioned a certain item in your income rela- 
tive to payment from the Department of Agric ‘ulture for the transpor- 
tation of surplus commodities. I was wondering if it was a firm 
contract, or how it was handled. 

Mr. Dunsar. It was just for hire. We were for- hire carriers. Our 

salesmen contacted the Traffic Department of the Agriculture Depart- 
ment. It wasa hit and miss. 

Mr. Knox. That is quite clear. I think that has cleared the matter, 
as far as Iam concerned. 

Mr. Rerce. Before the witness proceeds, Mr. Chairman, I am won- 
dering if it is feasible to clarify one thing with reference to the con- 
tract, ‘and my query grows out of an artic Je in the Chie ago Sun-Times 
of April 21, to the effect that: 


Representative Murray charged Wednesday that Illinois schools had no choice 
but to accept charges James W. Dunbar assessed for delivering surplus foods 
to them. 

And then it goes on. 

There is an indication that he had not complied, that the Dunbar 
Co. had not complied with the contract granted him by Nickell, the 
State superintendent of public construction, by failing to negotiate 
prices with the schools. 

Mr. Horrzman. Will the gentleman yield at that point ? 

Does the article say that, sir? 

Mr. Reece. Yes. 

Mr. HorrzmMan. Does the article make the charge that Dunbar had 
not complied with his contract ? 

Mr. Reece. That is what it says: 


CHARGE DUNBAR FEES FORCED ON SCHOOLS 


(By Carleton Kent, Sun-Times, Washington Bureau) 


Representative Murray charged Wednesday that Illinois schools had no 
choice but to accept charges James W. Dunbar assessed for delivering surplus 
foods to them. 

Murray and Representative Fountain contended the Springfield trucker had 
not complied with the exclusive contract granted him by Vernon L. Nickell, 
State superintendent of public instruction by failing to negotiate his prices 
with the schools. 

Mr. Founrarn. I think, Mr. Reece, that you must consider the in- 
terpretation put upon questions when asked, and I think there were 
other questions asked along the same line. 

Mr. Reece. Yes, I think that is true. 
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Mr. Founrat. I think also in mind is the exclusive contract which 
made it necessary to buy from—— 

Mr. Reece. That is the question I am raising, as to whether we do 
have a meeting of minds as to what the contract was. 

Did Mr. Nickell give Dunbar & Co. an exclusive contract in which 
Dunbar & Co. became the outlet and assumed the responsibility for 
distributing surplus commodities to various schools under a schedule 
of charges ‘which he submitted to the State superintendent of public 
construction ? 

If that is the case—is that the case? If that is the case, it would 
seem to me, Chet, that we ought to just have an understanding on that 
and not leave it up in the air. 

It is unfortunate, a reporter to get it wrong, if -that is what the 
situation is. I think it is best for it to be made plain. 

Mr. Fountarn. Mr. Reece, I personally doubt that it will be easy 
to get a definite understanding on that, because of various interpre- 
tations which have been placed on that provision. 

Now, when representatives from the Agriculture Department were 
here, I think counsel for the Department was here, and we asked his 
opinion. We asked him to give his interpretation of that paragraph 
11 with respect to charges, and of course he stated one opinion, and 
others may differ, but in his opinion he said the only interpretation 
he could place upon that language was that the outlet was to negotiate 
with the recipient and to come to some understanding, and that Mr. 
Nickell was to approve any understanding they had. 

That was his interpretation. 

Now, it may be that the committee would differ.in coming to an 
understanding at this point on the interpretation until the members 
have had an opportunity to go back and read the testimony of the vari- 
ous witnesses, with a view of finally determining what interpretation 
to place upon ‘that contract. 

Yesterday, I realized it was practically impossible for him to con- 
tact every recipient to whom he might have to ship, and yet that is 
the phraseology that is in the contract. 

Mr. Hottzman, Along the same line, and perhaps in clarification, 
we have all agreed it was practically an impossibility for Mr. Dun- 
bar to contact each s specific school and institution. Yet when we 
questioned Mr. Nickel] and Mr. Wolfe, they too were obliged to admit 
that they could not, interpret paragraph 11 of the contract. in any 
fashion other than these rates were to be discussed and negotiated 
with the recipients, the schools. However, it is strictly a matter of 
interpretation, and I don’t see how we can decide that here, and how 
we can clarify a newspaper article, when lawyers themselves have 
had difficulty in construing the section. 

Mr. Reece. Under the contract, it would seem to have to be con- 
sidered along with the schedule of charges that were submitted, and 
which I understand was approved by the State superintendent. 

And in that connection, may I ask whoever would be the right one 
to ask—did you understand, Mr. Dunbar, when this contract with the 
State superintendent was negotiated and signed, and in connection 
with which representatives of the Department of Agriculture, as I 
understood, sat in in an advisory relationship, understand that it 
gave you the contract to deliver the commodities to the various schools 
of the State of Illinois which were to be supplied, and in that con- 
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nection, with that contract you submitted a statement of tariffs or 
charges which was approved by the State superintendent of schools? 

Mr. Dunsak. Yes, sir. I was under the impression that Mr. Nickell 
was acting as an agent for the schools. 

Mr. Fountain. “T might say at this point, Mr. Reece, that Mr. Nickell 
testified, and so did Mr. Wolfe, when they were here, that it was their 
interpretation of the contract, they never had looked at it in the light 
in which we have mentioned, ‘but it was their interpretation that Mr. 
Nickell was to enter into an agreement with Mr. Dunbar, and that 
he was to represent all of the institutions. 

Mr. Reece. And then you submitted that schedule of charges to 
Mr. Nickell, and Mr. Nickell approved the schedule of charges ? 

Mr. Dunsar. Yes, sir. 

Mr. Reece. Tariffs or charges? 

Mr. Dunsar. Yes, sir. 

Mr. Knox. Will you yield? 

Mr. Reece. Yes. 

Mr. Knox. Being somewhat familiar with the Michigan program of 
delivery of surplus commodities, it would seem to me that the proce- 
dure followed was a right and just procedure. I know of no reason 
why one school should receive a delivery—of the surplus commodities, 
because of the fact that they were within 2 or 3 miles Foes a warehouse, 
at a reduced rate, and because of the fact that some schools were some 
hundred miles from the warehouse and would have to pay the excessive 
charge, which I think would be discrimination, as far as the school- 
lunch program is concerned. I believe you do have to have one level 
of prices, one that you can justify, one that is in the best interest of 
ull concerned. It is true that possibly some in Michigan do pay an 
excessive rate of delivery, because of the approximate distance they 
ure from the delivery point. 

Now, to me, I am not opposed at all to the schedule that was set up. 
I think it is fair, it is right, and it is just, and in the best interest of all 
schools, to pay the same unit price for delivery throughout the State. 
I know it happens in Michigan, and I think it has wor ked out ver y well 
in Michigan, and as I look over the schedules here, it has happened in 
the State of Illinois, has it not, Mr. Dunbar? 

Mr. Dunpar. Yes, sir. 

Mr. Reece. That is just the point. I think, I am not sure all of us 
feel the same way. 

If that was the accepted practice, if that was a desirable practice 
which was approved both by the State of Illinois and the Department 
of Agriculture, then it is unfortunate for the hearing to be used as 
a basis for a he: idline, “Dunbar Charged Fees,” or ““Dunbar Fees 
Forced on the Schools,” which carries a nefarious imputation, which 
does not 

Mr. Fountatn. Of course, Mr. Reece, it is rather hard for us to 
control the headlines in newspapers, as you know. 

And of course that could be construed a lot of ways. He was exclu- 
sive agent, and naturally the recipients had to get the commodities 
from him, if they were going to get them, and it may be they feel that 
was the sense in which they prepared their headlines. 

Mr. Reece. My only purpose in bringing this up was to see if the 
committee had an understanding with reference to this practice, so that 
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the thinking of the committee might have some weight in bringing 
about an under ‘standing among all parties on that particular point. 

Now, there might be other things in connection with the operation 
which might justify w critical headline, but if it is simply a matter of 
policy w hic h 1s universally accepted, the feasible policy 

Mr. Founrarn. Mr. Reece, it appears to me that there may be differ- 
ences of interpretation as to just what that contract means. I doubt 
if vou would be able to reach a definite understanding at this timne, I 
understand that Mr. Schussele is very anxious to get on a plane so that 
he may take unto himself a bride Saturday. 

Mr. Votosnzn. Not Mr. Schussele, but two other men whose testi- 
mony would not take very long, and who would like to make their 
statements. 

I wonder if you would be good enough to take them out of order, 
so they would be able to get away / 

Mr. Fountarn. Will the others be able to stay until tomorrow { 

Mr. Votosuen. Yes, sir. 

Mr. Fountain. Who are they ¢ 

Mr. Votosnen. Mr. Petty, from the accounting firm, and Mr. 
Hememann, from the rate or tariff concern. Both of them are here. 

Mr. Fountary. If there is no objection, we will do that. 

Mr. Votosuen. Thank you. 

Mr. Founrarn. The only thing I ask is, if their statements should 
be such as to prompt the necessity for questioning them at some later 
date, we will just have to call them back. 

Mr. VoLosuen. Fine. They will be glad to come back. 

Mr. Founrary. If you will, Mr. Dunbar, we will release you tem- 
porarily and listen to these gentlemen. 

(Mr. Dunbar was tempor: ‘arily excused. ) 

Mr. Founrarn. Will the witness please identify himself? 

Mr. Perry. I am William B. Petty, a partner and certified public 
accountant in the State of Illinois, partner of the firm of Murphy, 
Nash & Jones, certified public accountants, of Decatur, II. 

Mr. Fountarn. Were you sworn yesterday ? 

Mr. Perry. I was, sir. 

Mr. Fountain. Do you have a prepared statement ? 

Mr. Perry. I have a small statement which I might read, if you 
will permit. 

Mr. Founvrarn. All right. 





TESTIMONY OF WILLIAM B. PETTY, CERTIFIED PUBLIC AC- 
COUNTANT, PARTNER OF MURPHEY AND NASH AND JONES, 
DECATUR, ILL. 


Mr. Perry. Mr. Chairman and members of the committee, I will 
skip the first paragraph which I have already covered. 

I would like to make quite clear the position of my office in this 
matter. 

We were requested, on March 19, 1955, by Mr. A. M. Fitzgerald, 
an attorney, who was representing Dunbar & Co., to audit the accounts 
of Dunbar & Co. and to determine the amount of profit earned from 
services rendered by Dunbar under his agreement for distribution 
of surplus commodities with the State of Illinois. 
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Prior to that time, no member of Murphey and Nash and Jones had 
been acquainted with Mr. Dunbar. 

There appeared to be some misunderstanding regarding the ac- 
counting records of Dunbar & Co. as opposed to those of Dunbar 

suilding Co. It should beu nderstood that the records of Dunbar 
Building Co. are entirely separate from those of Dunbar & Co. 

With ‘reference to the accepted method of determining net profit, 
that is, whether it should be stated before or after deduct ting income 
taxes, it is accepted accounting practice to deduct income taxes in 
the determination of net income, since income taxes are a very real 
and significant cost of doing business. 

I invite your attention to our report of examination, issued under 
date of April 5 1955, copies of which have been made available to 
the committee. 

Mr. Founratn. You are a representative of the firm who submitted 
this audit or report of examination, dated February 28, 1955? 

Mr. Prvry. Yes, sir. 

Mr. Founrarn. Will you please tell the committee the circumstances 
under which this firm was invited in, and just what this firm was 
requested to do? 

Mr. Perry. Might I read a part of our report ? 

Mr. Founvarn. Yes. Read that portion of it which will give an 
answer to that question. 

Mr. Knox. Mr. Chairman, before the gentleman proceeds, may 
I have a copy of the report ? 

Mr. Fountatn. I think there were only three copies which they had, 
unless they have another copy. 

Mr. Vo.osHen. Here is one. 

Mr. Founrarn. Go ahead. 

Mr. Perry. As I stated a moment ago, we were asked by Mr. Fitz- 
gerald to do this audit. 

Mr. Fountain. Who is Mr. Fitzgerald? 

Mr. Perry. He is an attorney in Springfield, L]., and he was repre- 
senting Mr. Dunbar. 

Mr. Founrary. All right. 

Mr. Perry. Paragraph 2 of the report says this: 

It has been the purpose of this examination to determine the earnings of 
Dunbar & Co. from its performance under an agreement dated June 13, 1952, 
with the superintendent of public instruction of the State of Illinois 
and so forth. 

Mr. Fountain. Now, how much time did your firm spend in pre- 
paring this report? I mean by that, in m: aking the necessary study and 
in preparing the report. 

Mr. Perry. We started work on this on March 21. We had, for the 
next approximately week and a half, we had 2 or 3 men working on 
the job at all times. We worked as rapidly as we could and did com- 
plete the work and issue this report on April 5. 

Mr. Fountain. Well, now—— 

Mr. Reece. Mr. Chairman, pardon the interjection. 

Have you submitted a bill, and, if so, for what amount? 

Mr. Perry. I have not submitted a bill. 

Mr. Fountatn. Do you know what the amount will be? 

Mr. Perry. Not exactly. 
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rofit, Mr. Fountain. What was the substance of that conversation and 
come when was that? ; 
es in Mr. Perry. That was on March 23. 
real ; Mr. Founraryx. When was the firm retained ? 
Mr. Perry. March 19. 
der Mr. Fountan. March 19% 
a ks 3 Mr. Perry. Yes, sir. yeh, 
Mr. Founrarn. All right. Go right ahead. 
seed q Mr. Perry. There was only general conversation. 
Mr. Fountain. Well, did he tell you what he wanted you to do or 
what he wanted you to find ¢ 
ca Mr. Perry. No, Sir; he did not tell me a thing in that line. 
> Mr. Knox. Mr. Chairman, may I interject for a moment? 
Mr. Fountarn. Certainly. 
Mr. Knox. Mr. Petty, I personally am not familiar with the laws 
Le of the State of Illinois? ot 
. Are you licensed; is your firm licensed by the State of Illinois? 
fe Mr. Perry, Yes, sir. ; ; 
: Mr. Knox. And if you made a false accounting of any firm and it 
i could be proven, your license could be revoked by the State, from doing 
ail business in the State of Illinois? 
Mr. Perry. It is possible, sir. 
Mr. Knox. Was the answer “it is possible” ? 
Fit; Mr. Perry. My answer is: It is possible for an accounting firm to 
™ have its license revoked. 
Mr. Reece. And probably would have, if it be established. 
bay That has been my experience in Tennessee. I have had some ex- 
oe perience in the study and observation of practices of accounting, and 
in my estimation the C. P. A. examination for admission to practice 
as a certified public accountant is the most difficult professional exam- 
ination in most States. 
nee ot Mr. Fountain. They make it pretty tough for anybody else to get 
» 1902, in. 
Mr. Knox. I further note, Mr. Petty, that the accounting has been 
signed by Murphey and Nash and Jones. 
1 pre- Mr. Perry. Yes, sir. 


y and Mr. Knox. Those are authentic signatures ? 


Mr. Perry. I signed this report as a partner in that firm. I am 





or the authorized to sign—— 
ng on Mr. Knox. You are authorized to sign for your partners in the 
-com- firm ? 


Mr. Perry. Yes, sir, and we sign all audit reports with the firm’s 
name, which is common practice in accounting concerns, rather than 
to sign individual names. 

Mr. Knox. How long has your firm been doing business in the State 
of Illinois? 

Mr. Perry. Our firm was organized in 1922. 
Mr. Knox. And has been licensed since 1922? 
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Mr. Perry. Yes, sir. 

Mr. Kwox. Thank you. 

Mr. Hottzman. Mr. Chairman. 

Mr. Fountain. Mr. Holtzman. 

Mr. Honrzman. You were retained, you say, on March 19; is that 
correct ¢ 

Mr. Perry. Yes, sir. 

Mr. Horrzman. You are fairly certain of that date, aren’t you? 

Mr. Perry. Yes, sir. 

Mr. Hourzman. Well, are you absolutely certain ? 

Mr. Perry. Yes, sir. 

Mr. Hourzman. Now, you started your audit on the 21st of the 
month; is that correct ? 

Mr. Perry. Yes, sir. 

Mr. Hourzman. Did you do this personally ? 

Mr. Perry. The original arrangement with Mr. Fitzgerald was 
made by my partner, Mr. Robert J. Murphy. 

Mr. Hourzman. But you have personal knowledge of these things? 

Mr. Perry. On March 21, the work was started by a junior part- 
ner, Mr. Robert Jenne, with an assistant. 

On Wednesday, I believe it was, March 23, I came on the job myself. 

Mr. Hourzman. I see. 

But again for the record, you have personal knowledge of these dates 
and the substance of these conversations and retainers; isn’t that so? 

Mr. Perry. Yes, sir. 

Mr. Honrrzman. Now, do you know Mr. Nickell, incidentally ? 

Mr. Perry. I have never met. Mr. Nickell, sir. 

Mr. Horrzman. Did you talk—you never met him ? 

Did you ever talk with him on the phone? 

Mr. Perry. No, sir. 

Mr. Honrzman, Never had any talk with him, any conversation with 
him? 

Mr. Perry. Not a bit. 

Mr. Hourzman. Do you know whether any member of your firm who 
was working on this audit knows Mr. Nickell? 

Mr. Perry. To the best of my knowledge, no, sir. 

Mr. Horrzman. Do you know whether they ever discussed the pend- 
ing audit with Mr. Nickell ? 

Mr. Perry. I can state quite definitely that we did not. 

Mr. Hourzman. Now, I would like to read into the record from the 
testimony on page 31 of the transcript of testimony taken on March 17, 
when Mr. N salad said in his prepared statement : 


Just before leaving Springfield— 
and this is March 17— 


I called the auditors working on Dunbar & Co.’s books. They gave me the follow- 
ing information— 


and I quote Mr. Nickell, who is now quoting the information received 
from the firm handling the audit: 


Total revenue received by Dunbar & Co. during the period for this service 
amounted to $1,288,000 over a period of 27 months. This includes $8,348.90 which 
was for services rendered to welfare and relief hauling. The net profit from this 
operation during the 27 months, after payment of Federal income taxes, amounted 
to approximately $168,000, or about 13 percent of income from the operation. I 
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wus told that the investment required to get the requirement for trucks and office 
equipment to make that program efficient and workable was $250,000. As I looked 
over that report coming out here yesterday, it would seem to me that the 13 per- 
cent they mention is some less than 6 percent per annum. 


End of quote. End of testimony. 

Mr. Perry. Sir, we have got some confusion about auditors there. 

I believe if you pursue that, that you will find that whatever Mr. 
Nickell said there is based on information which was given him by 
Ralph Turnbull & Co., the regular auditors for thiscompany. At that 
time we had issued no report whatever. We were not even in the 
picture on March 17. 

Mr. Kwox. I understood you to say you were employed on the 19th 
of March. So it does not have any reference to the audit which you 
have made. 

Mr. Perry. No, sir. 

Mr. Hotrzman. Let me quote from page 3 of the testimony by Mr. 
Nickell, from his telegram: 

My appreciation to you and subcommittee members for an opportunity to 
appear before you. At the present time an independent C. P. A. from firm is 
making an audit of Dunbar books and operations which will not be available 
for several days. 

Now, you say that you never had any conversation or no member of 
your firm, to your knowledge, had any conversation by phone or other- 
wise with Mr. Nickell; is that correct ? 

Mr. Perry. I say, your original question, sir, I believe, was posed 
this way: 

Did you or any other member of your firm who worked on this 
job have any conversation with Mr, Nickell / 

Mr. Honrraman. That is right. 

Mr. Perry. I answered that categorically “N 

Now, it is possible, although I don’t oe for sure, it is possible 
that Mr. Nickell was in the conference with my partner, Mr. Murphey, 
when our participation in this work was first discussed, but I believe 
that you will find that any information that Mr. Nickell had regard- 
ing the time when we might issue a report was relayed to him through 
others. I can state definitely that I had no conversation or acquaint- 
ance with him, neither did my partner, Mr. Jenne, who worked on this 
job, nor our assistant, Mr. Stengel. 

Mr. Honrrzman. Would you say that what Mr. Nickell said, then, 
is not so? 

Mr. Reece. I object to any answer to that question. Under no cir- 
cumstances is one witness permitted to testify whether the statement 
of another witness is or is not correct. 

Mr. Hourzman. Where is that from / 

Mr. Rerce. I never heard of any, never read of any witness being 
permitted to express an opinion as to the testimony of another witness, 
whether it was true or false. 

Mr. Fountain. I think that is a question of fact to be established 
by the committee, rather than have a witness testify to it. 

Mr. Knox. I think we should employ a few ethics on the committee. 

Mr. Hourzman. I think it would be a good idea for all of us. 

Mr. Reece. Getting back-— 

Mr. Horrzman. I am not finished. 

Mr. Reece. Will you permit- 
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Read the sentence. I want to see whether it made that statement, 
that is from the telegram. 

Mr. Hourzman. It is in the record. 

Mr. Reece. You read it. It didn’t seem to me it made a definite 
statement. 

Mr. Founvrarn. It didn’t specify who the auditors were by name 
in the telegram. 

Mr. Reece. That telegram says an audit was being made. 

Mr. Founrar. That's right, by an independent -C. P. A. firm. 

Mr. Rerce. It doesn’t indicate Nickell 

Mr. Hoxrrzman. The telegram indicates and says that an audit is 
being made by an independent C. P. A. firm. That was on the 17th 
of March. The telegram came in on the 15th of March. The testi- 
mony was given on the 17th, and the telegram was sent out on the 15th 
of March. 

As I recall, you were first retained on March 19? 

Mr. Perry. I believe that is correct. 

Mr. Hotrzman. The first conversation you had with respect to an 
independent audit; is that correct ? 

Mr. Perry. I believe that is correct; yes, sir. 

Mr. Horrzman. Do you know of any other independent auditor who 
has been handling Mr. Dunbar’s books in connection with this proceed- 
ing? 

Mr. Perry. I have no knowledge of any of them. 

Mr. Hotrzman. Can we, Mr. Chairman, ask Mr. Dunbar now at this 
time whether he has any other independent auditor or had any other 
independent auditor checking his books for the purpose of this pro- 
ceeding ? 

Mr. Fountain. Mr. Dunbar, will you answer that question? 

Mr. Dunpar. No, sir. 

Mr. Houirzman. Is the audit a certified audit, sir? 

Mr. Reece. Would you permit an interjection ¢ 

Mr. Hourzman. I will 

Mr. Reece. Mr. Dunbar answered that question. Do you have an 
accountant who regularly keeps your books and makes audits for your 
own information, that would have had the information, that was the 
only thing. 

Mr, Dunpar. Y es, sir; Ralph Turnbull & Co., of which Mr. Schus- 
sele is a partner. 

Mr. Fountain. He is employed by you regularly ? 

Mr. Dunpar. Yes, sir. 

Mr. Knox. Do you have trial balances monthly, Mr. Dunbar, on 
your business ? 

Mr. Dunnar. The office manager gets up a trial balance and a regu- 
lar auditing firm comes out and goes over them when they make an 
annual or quarter-annual audit. 

Mr. Knox. Thank you. 

Mr. Hoirzman. You had no other independent auditor at any time 
other than Mr. Petty’s firm; isn’t that it, sir? 

Mr. Dunpar. Sir? 

Mr. Hoitrzman. You had no other independent auditor, other than 
Mr. Petty’s firm, handling your books for the purpose of this proceed- 
ing ¢ 

Mr. Dunpar. No, sir. 
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Mr. Horrman. I think this gentleman sitting over here can explain 
the whole situation as to what Mr. Knox was talking about. 

Mr. Hourzman. You confuse me, Mr. Hoffman. I don’t know 
where you are talking from. 

Mr. Horrman. I don’t have to be here. I know you'd be glad. 

Mr. Horrzman. I'd as soon you stayed. 

Mr. Horrman. That is nice of you. You have wasted two-thirds 
of my time, because counsel hasn’t made adequate investigation and 
doesn’t know what he’s talking about; that’s my opinion. 

Mr. Hotrzman. I may say this for counsel; counsel has been very 
fair and very decent and 

Mr. Horrman. Just a difference of opinion. 

Mr. HoitrzmMan. Just your opinion. 

Mr. Horrman. You have come up with absolutely nothing to show 
any violation of law or waste of Federal funds. 

Mr. Fountarn. I might say, as chairman, I am somewhat surprised 
at the former chairman of the committee, now ranking minority mem- 
ber, with no more basis than he has, making the accusation that coun- 
sel of this subcommittee has not made a proper investigation. 

Mr. Horrman. And thorough. 

Mr. Fountatrn. And thorough, and doesn’t know what he’s talking 
about. 

It so happens that there are some others assisting counsel, and 
assisting the chairman. 

You reflect on counsel and you reflect upon the chairman, because 
I have been coordinating with him. 

Mr. Horrman. I do not criticize the chairman. I can only say I 
am not the only one who thinks a whole lot of time has been wasted 
on this matter. We have been very, very patient in attending these 
hearings, and we have been prompt in getting here. 

Mr. Fountain. I think a lot of time, Mr. Hoffman, I wouldn’t say 
a lot of time, I think some time has been wasted; but that is one of the 
unfortunate things that happen in a hearing where all members have 
other duties that they have to be attending to and cannot be here from 
the beginning to the ending of a hearing. It is an unfortunate thing 
we are committed to in Congress when we are supposed to be several 
places at one time. 

Mr. Perry. Mr. Chairman. 

Mr. Fountain. Yes. 

Mr. Perry. I think we might clear up the matter Mr. Holtzman 
mentioned. 

Mr. Fountain. Go ahead. 

Mr. Perry. It seems to me it is entirely possible that at the time 
Mr. Nickell sent this wire, that a decision had been taken by Dunbar 
& Co. and its counsel to employ outside auditors to do this work; 
but at that time, we had not been retained to do the work. That is 
merely an offering as to the possibility for that statement. 

Mr. Fountarn. And maybe Mr. Nickell thought it was being done. 

Mr. VotosHeNn. That is correct. 

Mr. Hotrzman. May I again quote from the same page, page 3, 
and the same telegram, where he says, Mr. Nickell, in his telegram: 





At the present time the independent C. P. A. firm is making an audit of Dunbar 
books and operations which will not be available for several days. 
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Now, Mr. Chairman, I have 1 or 2 more questions. 

Mr. Fountatn. Go ahead. 

Mr. Hourzman. Has this audit been certified ? 

Mr. Perry. Let me say this—— 

Mr. Hourzman. Is it a certified audit ? 

Mr. Perry. In this audit we have expressed an opinion. 

Mr. Hourzman. So that you couldn’t certify it; is that correct? 

Mr. Perry. No, sir; that is not true. 

Mr. Horrzman. Well, can you certify it? 

Mr. Perry. Might I say this: That in the public accounting pro- 
fession, there is re: sally no such thing as a certified audit. An account- 
ant, when he is willing to assume “responsibility for the contents of 
a report that he has issued, expresses an opinion regarding it. 

Mr. Horraman. I am not being critical of you. I understand the 
implication. Iam simply asking whether this is or is not a certified 
audit. 

Mr. Perry. This is an audit on which we have expressed an 
opinion, and we are therefore assuming responsibility for that opinion. 

Mr. Hotrzman. I will try it again: Is there such a thing as a certi- 
fied audit ? 

Mr. Perry. No, sir. 

Mr. Hourzman. You mean you never certified an audit in your 
career as an accountant ¢ 

Mr. Perry. Years back it was customary to issue audit reports 
which made the statement: “I or we certify so and so.” 

Over a period of a number of years, the American Institute of 
Accountants has evolved audit reports whic! do not use the word 
“certify,” but which do use the word “opinion,” or “in our opinion, 
and so on. 

Mr. Howrzman. Any audit would be an opinion; wouldn't it ? 

Mr. Perry. That is correct. 

Mr. Hourzman. Now, some opinions are based upon personal know! 
edge of the legitimacy of vouchers and expenses ? 

Mr. Perry. Yes, sir. 

Mr. HoitzmMan. Some are based on hearsay; isn’t that so? Some 
are based on what you have seen, something that somebody else has 
done, somebody else has put there; isn’t that so? 

Mr. Perry. The opinion of a certified public accountant, expressed 
in a report, should never be based on hearsay or on what somebody 
else has done. It should be based upon his own knowledge of the 
facts, his own examination of the records. 

Mr. Horrzman. Well, now, can you tell us, were the expense items 
listed in the books of Mr. Dunbar legitimate items of expense, from 
vour audit of his books 4 
' Mr. Perry. May I say it this way—— 

Mr. Hotrzman. Can you tell us that, and then I will let you make 
your explanation ? 

Mr. Perry. Well, if you will first define for me the word “legiti- 
mate,” then I think I can answer your question. 

Mr. Horrzman. Legal and actually expended. 

Mr. Perry. Yes, sir. 

Mr. Hourzman. All of them? 

Mr. Perry. Yes, sir. 
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Mr. Hourzman. Well, now, you are not saying by that that these 
are proper items of expense. In essence you are saying that they were 
actually expended ; isn’t that so ? 

Mr. Perry. That is correct. 

Mr. Hovrazman. And that is as much as you can do here; isn’t 
that so ¢ 

Mr. Perry. That is right. 

Mr. Hourzman. Now, if you were taking care of Mr. Dunbar’s 
books on a monthly basis, and you had personal knowledge of the 
moneys expended, could you then tell us whether they were not only 
legitimate but proper items of expense / 

Mr. Perry. I don’t believe that I could make that statement, for 
this reason: It is not possible for me, an independent outside auditor, 
to be sure that every expenditure that is made by a client whose ac- 
count I audit is absolutely and completely proper. I can tell whether 
he has documentary or other acceptable evidence to support the ex- 
penditure, but I ¢ annot tell in detail whether every small item in there 
is absolutely proper. 

Now, I think I would be in the same position were I a full-time 
accountant in the enploy of a business or industrial concern. 

Mr. Hourzman. Of course, you would have to take the word of Mr. 
Dunbar or whoever your client was, or somebody under his super- 
vision, with respect to some things, we understand that. You couldn't 
be 100 percent sure. But in the main, if you were taking care of 
these books by yourself and you were supplied with vouc ‘hers, would 
you then say with certainty and could you certify, if you will, that 
they were legitimate and proper items of expense ? 

Mr. Perry. I find it hard to answer your question, and I am not 
trving to dodge the question, sir. 

In business, as disbursements are made and transactions take place, 
and expenses are incurred, those things are ordinarily vouchered, or an 
invoice is submitted, or an expense book is submitted, so evidence is 
submitted and the payment is made. 

Now, can I, if I am a full-time employed bookkeeper in this con- 
cern, can I be sure that every item in there is a proper expense ? 

Mr. Honrzman. I know that, and I go along with you on that. 

Mr. Perry. All right. 

Mr. Hourzman. [¢ would be physically impossible to guarantee 
every penny which was expended, because you are not there on the 
occasion When each penny is spent. But, in the main, doesn’t that 
reflect the difference between a certified audit and the kind of an 
audit you have given us? Isn’t that the basis why, the reason why, 
this audit is not certified ? 

Mr. Perry. No, sir. 

Mr. Honrzman. You say now, do you, that your professional 
association does not countenance the certification of audits? 

Mr. Perry. I don’t say that; they don’t countenance the use of the 
word “certify.” 

I think T tried to say that when a public-accounting concern issues 
a report and expresses an opinion, that is equivalent to the meaning 
which I believe you are giving to the term “certify.” 

Mr. Nauentron. Mr. “Petty, what were the terms of your employ- 
ment? In other words, when they hired you to make that audit, did 
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they say to go in and make an independent audit, use your own judg- 
ment ¢ 

Mr. Perry. Yes, sir. 

Mr. Navenron. They never attempted to tell you what you should 
put in the audit ¢ 

Mr. Perry. No, sir. 

Mr. Navenron. You were given no instruction as to how to 
proceed ¢ 

Mr. Perry. None whatever 

Mr. Naventon. Then this represents in the opinion of Murphy, 
Nash & Jones, as represented by you, an independent audit ¢ 

Mr. Perry. Yes, sir. 

Mr. Naveuron. And this is the type of work that your firm regards 
as an independent audit ¢ 

Mr. Perry. Yes, sir. 

Mr. Navenron. Now, as to the scope of your examination, does 
your audit reflect facts derived independently, or does it reflect what 
is shown in the Dunbar Co. books ¢ 

Mr. Perry. The figures in our report are in exact agreement with 
the books of Dunbar & Co., and the Dunbar Building Co. 

Mr. Navenron. It reflects only what you found in Mr. Dunbar’s 
books ? 

Mr. Perry. Confirmed by our own audit and investigation which 
we verified or confirmed to our own satisfaction that those figures 
are substantially correct. 

Mr. Naventon. You think, then, that every figure in here is sub- 
stantially correct ¢ 

Mr. Perry. I believe so. 

Mr. Navenron. What kind of investigation did you make to de- 
termine facts independently ¢ 

Mr. Perry. Would you like me to relate to you the audit procedure 
which we did follow ¢ 

Mr, Navenron. Is it in the report? Just briefly, if you will. 

Mr. Perry. I might explain that in doing this, our effort was to 
determine what income may have been and, in order to do that, it was 
necessary for us to satisfy ourselves that the revenue, as stated in the 
books, was or was not correct; that expenditures, as stated in the 
books, were or were not correct. 

Now, our method in determining first whether revenue from this 
contract was properly stated was to get the monthly audit reports 
which had been prepared by the office of the director of the school- 
lunch program in the State of Illinois, that is Mr. Wolfe’s office. Mr. 
Wolfe has on his staff an auditor with several assistants. Each month, 
based upon the copies of the delivery receipts which that office re 
ceived, and based upon their own physical inspection of the inventory, 
and based upon their own original knowledge of the commodities 
which were received by Dunbar & Co., they would issue what they 
called an audit report, in which they summarized the shipments that 
were made during that particular month, and in which they showed 
the beginning and ending inventory balances, showed the receipts of 
commodities by quantities, the shipments by quantities, and in which 
they showed any overage or shortages that were developed by their 

inspection of the inventory at the end of the month. 
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Mr. Navarron. If I might interrupt you, I think that satisfies me 
as to the procedure. 

Mr. Knox. Mr. Chairman, I object to a partial report of procedures 
used by the auditing firm that audited the books in question. 

Mr. Founraty. I think he should proceed. 

Mr. Reece. I can’t help, again, if you will permit, Mr. Chairman, 
to express this disagreement and disappointment that when a profes- 
sional man who is employed to do a professional job, whether he be a 
lawyer or a public accountant, should, by a line of questioning, have 
inferences thrown out that he hadn’t performed his duty. Any pro- 
fessional man might make a mistake. I’m not saying that this has 
heen purposely done, but I think we ought to be supercautious in not 
throwing out an inference that a professional man has not done a 
professional job based upon good procedure. 

Every accountant is under obligation to his client in the sense of 
the word that he has been or expects to be paid by his client, but that 
does not in any way put him under an obligation to subvert "the facts 
in behalf of his client, and I just hope that we may not, until we have 
something to indicate that a professional man has violated his ethics 
of his profession, that it should be indicated that he has, and I think 
Mr. Petty, I believe that’s your name—— 

Mr. Prrry. Yes, sir. 

Mr. Reece. Has been very responsive in this proceeding. 

Mr. Founrain. Mr. Reece, I'm afraid you are feeling maybe a little 
bit too sensitive because I’m sure there has been no intention to reflect 
upon Mr. Petty, but IT have been a practicing lawyer for about 19 
years and whenever a witness testified for a party in any hearing or 
in any court of legal or competent jurisdiction, he subjects himself to 
examination in order that a determination might be made as to 
whether or not he has done an accurate and thorough job. 

Now, I think certain questions are proper and they are helpful to 
Mr. Dunbar’s side to indicate that proper procedures were taken and 
to find out the basis upon which his conclusions were made. 

Mr. Reece. I don’t object to that at all. I was having more par- 
ticular thought as to a line of questioning from which one sitting on 
this side could not help but feel that—that possibly the witness was 
trying to be ina way entrapped. 

Mr. Fountain. I don’t think Mr. Naughton had any such intention, 
and Tam sure I have no such intention. 

Mr. Reece. I was not referring to Mr. Naughton. 

Mr. Honrzman. I am concerned about Mr. Reece’s sensitivity, and 
[ will try to be very mindful and very careful not to offend his 
sensibilities. 

Mr. Founrarn. Certainly when a man comes in and give his conelu- 
sions, questions are absolutely proper and appropriate to find out those 
things upon which his conclusions are based, and that is, I think, 
certainly legitimate questioning. 

Mr. Honrzman. Let me say this, too, Mr. Reece: I haven’t made any 
accusations here, deliberately or otherwise. I am trying to get at facts 
and I assume and hope that Mr. Reece is trying to get at facts. If 
there has been any such implication, it was not intended. There is 
no desire on my part to embarrass the witness or reflect on his pro- 
fession, or anything else. 

Mr. Founrarn. I think that settles it quite nicely. 
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Mr. Reece. Since he referred to my sensibilities, I just want to say 
that I, so far as I know, have never seen, never met, never seen anybody 
connected with this operation— 

Mr. Hortrzman. I say, with respect to Congressman— 

Mr. Reece. And the Congressman might have some interest in 
volved—never talked to me about it, either. 

During the period of my absence, he wasn’t in touch with me. 

Mr. Hourzman. Nor have I discussed it, sir, with anybody involved. 

Mr. Reece. So that I am in a free and independent position, and I 
think I am objective, but as I grow older, Mr. Chairman, I come 
to have a—I come to place different values on certain things, and we 
only have in the end but one thing, and that will be on the ¢ credit side, 
and that is our reputation, and that is particularly true of a profes- 
sional man, and I am—because when a professional man’s reputation 
or integrity is in anywise impugned, his effectiveness is destroyed, 
and so headlines will go out. 

It reminds me of a saying we have down home about a lie, that it 
will travel a thousand miles when the truth is getting its britches on. 

It might be difficult for truth to catch up with a misrepresentation 
sometimes, and I am reaching a point in life where not many things 
mean a great deal to me personally. 

Mr. Horrman. You are just a young man yet, so be patient. 

Mr. Reece. That’s all right, but I'm not looking to anybody for a 
jobora donation. 

Mr. Fountarn. Neither am I. 

Mr. Reece. And it is wholly immaterial to me whether I remain here 
in Congress or not when I reach a point where I can’t be of service. 
Then it will be a great satisfaction to me to get back to the Great 
Smokies. 

Mr. Horrman. Mr. Chairman, before we adjourn, I want to put in 
a statement. 

An audit by the General Accounting Office shows an overall profit, 
that is, a profit before Federal taxes, of $38 5,099. Thatis GAO. 

Now, this gentleman here, as I get it, shows a profit on the similar 
items of $ $396,549, so that his audit shows, if it is any satisfaction to 
you on that situation, it shows a greater profit than does the GAO. 

Mr. Fountarn. That is why we were asking the question, to find out 
the things upon which they based their cone lusions. 

Mr. Horrman. First, his audit report shows a greater profit, and 
ought to destroy the implication that he has been attempting to send 
in an audit that wasn’t accurate. 

Mr. Founrary. If there is any such implication, it certainly, as far 
as I’m concerned, comes from your side of the table. IT never had any 
such idea, or implied any lack of integrity. 

Mr. Horrman. I never indicated it from this side. 

Are you going to adjourn for that rolleall ? 

Mr. Founrarn. Was there a rolleall? 

Shall we recess? 

Mr. Horrman. How long before we shall come back, half an hour? 

Mr. Founrary. Well, it will take time to go over and come back. 

Mr. Horrman. We will come back as soon as we are through. 

Mr. Founrarn. Yes. 

(A brief recess was taken by the subcommittee. ) 

Mr. Founrarn. The committee will come to order. 
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Mr. Naughton, I believe you had some questions. 
Mr. Naueuron. Did you want to continue ? 
Mr. Perry. My pleasure is your pleasure. 

Mr. Naveuron. You have stated that your firm did satisfy itself 
that these amounts that are represented as expenditures on the books 
of Dunbar & Co. were actually expended; is that correct 

Mr. Perry. That is right. 

Mr. Naveuron. Did you make any determination as to whether 
these expenditures were proper / 

Mr. Perry. May I answer that question in this manner, that as to 
the types of expenditures that were made, they are all proper and 
ordinary in the course of doing business. 

Mr. Naveuron. But you did not go further than that to deter- 
mine—in other words, your audit is not intended to state the fact that 
every expenditure made by Dunbar & Co. was a proper expenditure ? 

Mr. Perry. No, sir; I couldn’t make that statement. 

Mr. Naveuron. Did you make any investigation to determine 
whether all persons on Dunbar’s payroll actually performed services 
for Dunbar Trucking Co. ? 

Mr. Perry. Our examination of the payrolls did not include any 
direct checks with individuals who received pay. 

Mr. Naveuron. So you know that the checks were cleared but you 
did not go beyond that. 

Mr. Perry. We made no direct confirmation with any individual. 

Mr. Naveuton. In the income statements in the independent CPA 
report, there is an item of $20,039.78, which is classified as building 
repairs, fire loss. 

Mr. Perry. Yes. 

Mr. Navueguron. What was the building that was repaired? 

Mr. Perry. Now, please understand that I was not too much con- 
cerned with the Dunbar Building. We made some inquiry regarding 
the situation and the reason for these repairs, information which I can 
give you on that, is information which has been conveyed to me by 
persons in Mr. Dunbar’s office, not: ably his office manager. We know 
that there were vouchers and bills for this expense. 

It is my understanding that that expense came about in this manner : 
They had a fire which destroyed. or partially destroyed, the building 
which they had been using as a combination warehouse and office. 
They had at the same time, on the same plot of ground, another build- 
ing which was located at that time on the south end of this plot of 
eround. 

Now, the building which burned was the office and warehouse build- 
ing, and they did this, I am told: They moved the building which 
had previously been on the south end of the lot, around to the back. 
If you have been there you will know the building that I am talking 
about. And they enlarged it. We were infor med that they got some 
acl litional space—that they did enlarge this building and there was 

\ large amount of expense involved in the removal of the one building 
from the south end of the lot to the back of the lot. 

Mr. Navenron. It is your testimony, then, that you were told that 
the fire damaged the warehouse building? 

Mr. Perry. That is my memory. 

Mr. Naventon. That is what you were told. I understand you 
have no first-hand knowledge of this. 
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Mr. Perry. That is right. 

Mr. Naventon. And part of the expense was removal of the re- 
mains of the old building? 

Mr. Perry. This building that was moved, as I understand it, was 
not burned. 

Mr. Naventon. Would that be a proper classification then, build- 
ing repair, fire loss, if the building was not burned ¢ 

Mr. Perry. Let me repeat. They moved the building from one 
location to another. In moving a building you don’t add anything 
to the value of the building. You just get it from one place to the 
other, and it is the same building. 

To that extent, the cost of moving this building would certainly be 
a proper expense charge. At the same time, I understand that they 
did enlarge this building. I believe there were additions made to the 
capital account for buildings, at that time, which would presumably 
cover the cost of the additional building which was constructed, 

Mr. Naveuron. Did you satisfy yourself that it cost $20,000 to 
move this building? 

Mr. Perry. I would say this, that the $20,000 is not all for moving 
the building. There are some additional repairs and alterations to 
the building, in the $20,000 item. 

Mr. Naventron. Was there an amount for a floor space addition in 
that $20,000 4 

Mr. Perry. I do not know how much floor space was added at that 
time, 

Mr. Naveuton, If part of it was an addition rather than a repair 
of the fire loss, then the addition would be a capital expenditure, rather 
than expense, would it not? 

Mr. Perry. Properly so. 

Mr. Naveuron. You cannot determine then whether this is an ex- 
pense item or a capital item? 

Mr. Perry. I beg your pardon. 

Mr. NavGutron. You cannot be certain whether this $20,000 or some 
part of it is expense for the addition ? 

Mr. Perry. I would say it is an arguable question. 

Mr. Navcuron, I am curious as to why you classify this as “build- 
ing repairs, fire loss.” 

Mr. Perry. Because it resulted from the fact that there was a fire 
and I merely desired to draw attention to the fact that this charge 
—— . from that. 

Mr. Navauron. Now, when you have a fire which is covered by 
insurance, vou generally make your repairs, if you desire to make 
them, out of the insurance eg is that correct / 

Mr. Perry. Normally, yes 

Mr. Navenron. You have in here “insurance in excess of fire loss,” 
an item of about $8,000 total. 

Mr. Perry. That is right. 

Mr. Naveuton. That would indicate, would it not, that such re 
pairs as had been made were deducted from the insurance before 
reporting this nonoperating profit. Would that be a fair assumption / 

Mr. Perry. No, I don’t think so. You must understand that this 
amount which is classified in their books as gain on an involuntary 
conversion represents their computation of the excess in insurance re- 








DISTRIBUTION OF SURPLUS COMMODITIES 303 








































ceived over the remaining book value of the buildings or facilities 





le re- " which were destroyed by the fire. 

‘ Mr. Navenron. So that the asset in which the fire occurred was 
, Was cS completely written off the books. Would that be correct ? 

Mr. Perry. I believe that is right, yes. 
yuild- Mr. Navenron. Then, what was there left to repair? 


Mr. Perry. Apparently I haven’t made myself clear at all in this 
nh one 4 matter. 


thing id There were two buildings. One was a combination office and garage 
o the : building which was situated, as I understand it, in about the same 
i location where the present office building is. That i is, you will recall, 
ily be right back of the service station. 
, they Mr. Nauauron. That was a concrete block building that burned ? 
to the Mr. Perry. I don’t know. . never saw it in my life. It was my 
nably i understanding that there were two buildings and that that one is the 
od. : one which burned. That at the same time there was another building 
100 to i located at a distance on the south end of the plot of ground, and that 
; the expense of removal and repair concerned that second building and 
oving ! not the one which was destroyed by fire. 
ns to Mr. Naveuton. Then, the removal and repairs didn’t have anything 
S| to do with the fire ¢ 
ion in 14 Mr. Perry. It came about at the same time as the fire. 
| Let me say again I desire to draw attention to the fact that the 
t that large amount of repairs resulted from Dunbar’s need for facilities 
i which in turn resulted from the fact that he lost some because they 
repair burned down. 


“ather Mr. Naueuton. Isn't it true that the structure which burned down 
was being rented by Mr. Dunbar to another party, as a garage ? 

Mr. Perry. I don’t know definitely about that. I understood— 
and this is an understanding, only, and I may be entirely in error in 


»X- 
en it—that they had their office in that building. 
Mr. NauGcuton. So you really are not too positive as to whether 
: some this item would be an expense or partially a capital expenditure 
Mr. Perry. I have taken the position that it is reasonably an 
expense item. 
build- Mr. Navenron. On the basis of what you have been told by Dunbar, 
and what is in his books ¢ 
e fire Mr. Perry. And on the basis of my experience with similar transac- 


tions in certain other situations. 


harge 
= ¥ , . ° 
Mr. Naveutron. You have stated, I believe. that it was a normal 





aa es, accounting procedure to deduct income taxes before arriving at net 
make profit. 

Mr. Perry. That is right. 

Mr. Naven'ron. When you refer to that, do you mean it is the usual 
lees” 4 practice to deduct the corporation income tax ¢ 

4 Mr. Perry. Before arriving at corporation net income; yes, sir. 

Mr. Naveuton. Now, is it the usual practice for a corporation to 
ee deduct the personal income taxes paid by the stockholders in arriving 
nefore at net income / 
‘icon? Mr. Perry. A corporation will not deduct the personal income taxes 


t this . of its shareholders in arriving at its own net income. 

Mr. Navueurton. Is it the usual practice for a partnership to deduct, 
in arriving at the income of the partnership, the personal taxes of the 
members of the partnership or joint venture / 
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Mr. Perry. Let me answer that this way: Let’s don’t fall into the 
error of failing to distinguish between taxable income and net income. 
Net income is what you have left after you pay everything you’ve got 
to pay. Income taxes are a very definite expense of doing business. 

My net income for any given year is what I have after I pay my 
taxes, not what I have before I pay my taxes. 

Mr. Navenron. When your company figures their tax, they don't 
figure your personal 3 income tax in figuring ‘their net income, do they ? 

Mr. Perry. They are figuring distributed income. Here we were 
concerned with net income to certain individuals, and to corporations. 

Mr. Naveuron. So that the figure we have here of $200,000 repre- 
sents not the actual net income of Dunbar & Co., the partnership, or 
Dunbar & Co., the corporation, or whatever business entity it was, but 
the take-home pay of all the individuals concerned, after corporation 
taxes and personal taxes had been paid ¢ 

Mr. Perry. Let me say it this way: We have three different forms 
of business organization involved in this thing. We have an indi- 
vidual propr ietorship, we have two different partnerships, we have 
two corporations on this page. 

Now, rightly or wrongly, I considered that the result which was 
desired and which anyone would desire who was inquiring into this 
matter, would be, what do these people have available to them in the 
form of income, after all charges against it have been paid / 

I therefore considered—and I believe that I am right in so doing 
that what these people have left is what they can get credited to their 
accounts on the books of a proprietorship or a p: wtnership. Less the 
taxes that they have to pay against it, and what may be available to 
them as shareholders of a corporation which they may some day hope 
to receive in the form of dividends. 

Mr. Naventron. How did you determine what the personal income 
tax of James W. Dunbar, for example, was ? 

Mr. Perry. I inspected the copies of his income-tax return and the 
income-tax returns of Joe A. Dunbar, and the income-tax return of 
James W. Dunbar, Jr., in the office of Ralph Turnbull & Co., who 
had prep: red the returns. 

Mr. Naventron. Did you make any attempt to verify the deductions 
and claims on the personal income tax / 

Mr. Perry. The taxable income figures as they appear on the books 
of the proprietorship and the partnership were reported faithfully on 
the income-tax returns that were filed. There were no personal de- 
ductions taken on any of these returns which might be subject to any 
entry, in that these people used the optional standard deduction 
throughout all of the years which I examined. 

Mr. Navcuron. Did they have any deductions which they took be- 
fore arriving at adjusted gross income? Such as oil-well drilling 
expense ? 

Mr. Perry. It seems to me that in 1 year there was an item of income, 
loss, one or the other, from an oil venture on Mr. James W. Dunbar, 
Sr.’s return, 

Mr. Naucuron. So you do not think that putting these personal 
income taxes in there alters the picture? 

Mr. Perry. I don’t see how. 

Mr. Naventon. Have you ever prepared a report for any other 
corporation or partnership in which you used this form of return? 
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Mr. Perry. Yes, sir. 

Mr. Founratn. I understand from you, Mr. Petty, that if you are 
asked to determine the income of a corporation in which a number 
of shareholders receive substantial compensation for their services, as 
employees of the corporation, in addition to such income that they 
may get as stockholders, that you would deduct the personal income 
taxes of those individuals in arriving at the net income of the corpo- 
ration # 

Mr. Perry. No, sir, and I did not say that. 

Mr. Founratn. Your report says: 

It has been the purpose of this examination to determine the earnings of 
Dunbar & Co. 

On the page which says: 

Income statements, 29 months, October 1, 1952, to February 28, 1955— 
under “Federal income taxes paid, or to be paid,” you have— 

James W. Dunbar, Sr., $79,000, plus; Joe A. Dunbar, $25,000, plus; James A. 
Dunbar, Jr., $8,000, plus; Dunbar & Co., a corporation, $54,000, plus. 

And then, of course, in another column you have Dunbar Building 
Co., which is not relevant to the questions which we have been asking 
you. 

Now, is that personal income of James Dunbar, Joe, and James, Jr., 
to be deducted from the income of Dunbar & Co., a corporation, in 
determining the net income of Dunbar & Co.? 

Mr. Perry. No, sir. 

Mr. Founrarn. I ask about the corporation in particular because 
Dunbar & Co, for a while was a corporation. 

Mr. Perry. May I try to clarify it in this manner. To repeat my- 
self, again, we have here a period of 29 months in which this business 
enterprise was conducted in 8 different forms. Now, rightly or 
wrongly, I thought the result that would be desired in any inquiry 
into a matter of this type would be the question of what is available 
to the individuals who are concerned with the enterprise, whether that 
enterprise be a proprietorship, a partnership, or a corporation. 

Now, I was very careful to have these statements agree exactly with 
the books, and you will notice I have the caption “Net income per 
books before taxes,” and from that total I deducted the taxes which 
these people either have paid or will have to pay, and the remainder, 
then, in my consideration, would be the amount that these individuals 
would have for their efforts from this business enterprise during this 
period of time. 

I believe this is a valid procedure. 

Mr. Fountarn. Your report was prepared, then, for the purpose of 
this inquiry ? 

Mr. Perry. I didn’t know when we were asked to do this work 
whether there would or wouldn't be an inquiry such as this. I was 
requested to determine the net income from this particular contract. 

Mr. Fountarn. But you did state that you thought that those con- 
ducting this kind of inquiry would be interested in what was left 
over to the individu: als, the partnership, and the corporation after the 
taxes were paid ? 

Mr. Perry. That is right. 
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Mr. Fountain. Hence, you did prepare this report also for the 
purpose of this inquiry ? 

Mr. Perry. Without any knowledge on my own part, at that time, 
of whether there would or would not ‘be an inquiry. 

Mr. Founrarn. And, of course, as you say, you have put the figures 
down and it is up to the members of the committee to make their own 
determination as to what has been made. 

At the bottom of page 2 you say: 

Revenue from various sources and activities has been kept separate in the 
accounts. Expenses, however, have been combined. The records do not permit 
an exact analysis of net earnings as between the various activities. 

In other words, all the expenses of all of Dunbar’s operations were 
combined so there was no way for you to determine what expense 
would be applied to the food-distribution contract and what expense 
would be applied to the other trucking services ? 

Mr. Perry. That is right. 

Mr. Fountarn. And for that reason you are in no position to deter- 
mine how they should have been allocated ¢ 

Mr. Perry. That is right. 

Mr. Fountain. On page 3 of your report, under “Expenses,” is the 
following: 

Warehousing, cold storage, and subcontract hauling directly related to the 
revenue received under the agreement, $342,490.56. All other expenses, $786,- 
213.90. 

Will you explain those figures, please, just what they mean? You 
said “directly related to revenue received under the agreement.” 

Mr. Perry. I meant by that that the expenditures for warehousing, 
cold storage, and subcontract hauling all belonged to the commodities 
contract. 

Mr. Horrman. Did you know before you finished the audit that 
the Department of Agriculture’s survey had indicated that Dunbar, 
out of this distribution contr act, had made between $800,000 and 
$900,000 profit ? 

Mr. Perry. I had seen a copy of a report which I understood had 
been made by a representative of the Department of Agriculture. 
Honestly, I didn’t read that report very carefully because I wasn’t 
much concerned with it. I had read the newspaper articles which 
seemed to indicate that somebody had made the allegations that they 
had made that amount of money. 

Mr. Horrman. A profit of 310 percent higher than was necessary 
to yield a fair profit. 

Did you get that from the newspapers ? 

Mr. Perry. I believe I recall seeing that figure in the newspaper and 
I wondered what it was 310 percent ‘of. I never did find out. 

Mr. Horrman. How long have you been in this business? How 
many years? 

Mr. Perry. 22 years, less 7 years in the armed services. 

Mr. Horrman. Did you say anything or find anything in the books, 
in either of the corporations, or any of the books of “Dunbar, per- 
sonally or otherwise, that indicated there was any profit over that 
period even approaching 310 percent, or between eight hundred and 
nine hundred thousand dollars? 

Mr. Perry. There just isn’t any eight or nine hundred thousand 
dollars profit in this thing. 
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Mr. Horrman. I think we should ask the gentleman from the 
Department of Agriculture if he had any other books. 

Mr. Fountatn. He had no books. He couldn’t get them. 

Mr. Horrman. Who, Agriculture? 

Mr. Fountarn. That is right. 

Mr. Horrman. When did Jones and Wilmer come for the audit? 
They began on March 29; did they not, on a Tuesday / 

Mr. ScuvussE.e. I believe that is right, sir. 

Mr. Founratn. They are GAO representatives, Mr. Hoffman. 

Mr. Horrman. Yes, and they started work on Tuesday, the 29th, 
and, while they were working, down came Mr. Levite from Agricul- 
ture, on the 30th or 31st, didn’t he? 

Mr. Scuvssexe. I don’t recall the exact date but it was a day or 
two after they had started, yes, sir. 

Mr. Horrman. And he wanted to see the books? 

Mr. ScnussE.p. Yes, sir. 

Mr. Horrman. How long a time did he spend there ? 

Mr. Scuussete. He left on that day and came back the following 
Monday with Counsel Naughton. 

Mr. Horrman. What did they want? 

Mr. Scuussete. Mr. Naughton’s explanation to us was that he 
wanted to check the work of the General Accounting Office and the 
independent audit to see that a proper audit was being made, in case 
the committee should find the Department of Agriculture negligent 
in this situation. He didn’t want them to have the excuse that there 
wasn’t a proper audit made. 

Mr. Horrman. And at that time when Mr. Levite first came and 
later on a second visit when he was accompanied by counsel, were 
the auditors from GAO working on the books ? 

Mr. Scuussete. When he came back a second time they had been 
there almost a week, then. 

Mr. Horrman. You gave the GAO everything they wanted ? 

Mr. Scuussexe. I believe we did. I don’t believe we refused them 
a thing. 

Mr. Founrarn. Are you in a position to know whether or not they 
made a detailed audit ? 

Mr. Scnussete. An audit by a certified public accountant in 9,990 
times out of a hundred, or rather 999,000 times out of a million, he 
uses such audit procedures as he deems applicable in the cireum- 
stances, to determine the facts as stated in the financial] statement. 

Mr. Founratn. To get such information as he can get within the 
time that he has to get it, and for the purpose for which he is 
seeking it? 

Mr. Scuussete. Yes, sir; and to express his opinion. He goes as 
far as he deems necessary, in order to express his opinion. 

Mr. Horrman. You went over the books, as I get it, of the two 
corporations. Then you had the income returns of the three owners? 

Mr. Perry. Yes, sir. 

Mr. Horrman, Do these three men, the Dunbars, own both 
corporations ? 

_Mr. Perry. We examined the corporate records of both corpora- 
tions. The stockholders of record in Dunbar & Co. are James W. 
Dunbar, Sr., Joe A. Dunbar, and James W. Dunbar, Jr. 

Mr. Horrman. And no other stockholders ? 
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Mr. Perry. None in Dunbar & Co. 

We examined also the corporate records of the Dunbar Building 
Co. The stockholders in that company are James W. Dunbar, Sr., 
Helen Dunbar, and James W. Dunbar, Jr. 

Mr. Horrman. So, in reality, there are four individuals who are 
interested in some one or the other of these concerns ? 

Mr. Perry. Yes, sir. 

Mr. Horrman. That is the husband, the wife, the nephew and the 
son. Is that right? 

Mr. Perry. That is my understanding, sir. 

Mr. Horrman. You already said you heard something about this 
$800,000 or $900,000 profit and you had heard about the 310 percent 
that was allegedly higher than necessary to yield a fair return. 

Were you not interested in det termining what the profit was / 

Mr. Perry. I tried to determine what the profit was. 

Mr. Horrman. As I get your testimony, you thought, and do now, 
that the profit to these individuals was “take-home pay.” The profit 
was what money they could spend for themselves. 

Mr. Perry. What money they had left after all the shouting and 
shooting was over, yes. 

Mr. Horrman. Do you know of any way anybody can consider a 
profit unless that is it, what he has when he gets through ? 

Mr. Perry. That is net income, to me. 

Mr. Horrman. Mr. Chairman, I offer in evidence this Dunbar & 
Co., Springfield, Ill., report of examination, February 28, 1955, 
Murphey, Nash & Jones, certified public accountants, as part of the 
record. 

Mr. Founrarn. Without objection, it will be received. 

I think the contract is already in once. 

Mr. Horrman. If the contract is in twice—— 

Mr. Founrarn. It is already in twice, I believe. 

Mr. Horrman. I suggest we print it once. 

(The document referred to appears in the appendix as exhibit LK, 
p. 517.) 

Mr. Horrman. I call your attention to page 3 

It seems obvious this method of allocation results in an overstatement of 
earnings from the agreement of the superintendent of public instruction, since 
it makes no special recognition of the large amount of warehousing, cold storage, 
und subcontract hauling costs which are directly identified with revenue re- 
ceived from this source. We may therefore state that it is our opinion that net 
earnings of the owners of the Dunbar & Co. Enterprise from their agreement 
with the superintendent of public instruction of the State of Illinois, have not 
exceeded $200,000 during the 29 months from October 1, 1952, to February 28, 
1955. 

Is that your conclusion ¢ 

Mr. Perry. Yes, sir. 

Mr. Horrmanx. Are you in any way interested in this except as a 
job performed as other jobs are by your firm / 

Mr. Perry. I have absolutely no interest in it. 

Mr. Horrman. Do you have any business connection, political, 
social, religious, or otherwise, with any of the Dunbars ? 

Mr. Perry. None whatever. 

Mr. Horrman. Or with Mr. Nickell, superintendent of public in- 
struction ? 
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Mr. Perry. None whatever, sir. 
Mr. Horrman. Do you know of any possible reason why you should 
make an inaccurate or negligent report ? 

Mr. Perry. There is every reason why I should make as accurate 
a report as I possibly can, sir. 

Mr. Reece. Did anyone undertake to influence your findings in 
any way? 

Mr. Perry. Not in any way. 

Mr. Horrman. Have you examined the report made by the Gen- 
eral Accounting Office auditors ? 

Mr. Perry. [scanned it for a few minutes. 

Mr. Horrman. And as I suggested before, you come up with a 
profit of a little over $10,000 greater than they did. They came up 
with $386,599 and you came up with $396,549. 

Mr. Perry. The reason for that, sir, is that they took a 3-month 
longer period than we a Their report began on July 1, 1952, 
and ours began October 1, 1952. It therefore becomes obvious me 
Dunbar & Co. lost some money during the period between July 1, 
1952, and October 1, 1952. 

Mr. Horrman. That is to say, there were 3 months that elapsed 
bet ween the time this matter was first being considered by Mr. Dunbar 
and the time he began operations? 

Mr. Perry. To the best of my knowledge, they began hauling the 
stuff in October 1952. 

Mr. Horrman. And the contract was not signed until when ? 

Mr. Naventron. June 13, 1952. He didn’t receive any revenue 
until October. 

Mr. Horrman. I think that is all. It shows evidently that Dunbar 
and his auditors have been giving us the facts. 

Mr. Founrarn. Are there any other questions ? 

Mr. Knox. Mr. Petty, i have listened with a great deal of interest 
to the inquiry. Now I am prompted to ask you a question relevant 
to your auditing concern. Has your auditing company ever been 
censored for any auditing of any corporation or private or business 
concern ¢ 

Mr. Perry. No, sir. 

Mr. Knox. That is all. 

Mr. Fountain. Mr. Petty, the concluding line of your statement 
in the audit that Mr. Hoffman referred to, where you say— 
the net earnings of Dunbar & Co. have not exceeded $200,000 during the 29 
months from October 1, 1952, to February 28, 1955— 
takes into account, of course, a deduction of those income taxes which 
we have been discussing here, today ? 

Mr. Perry. Yes. 

Mr. Founratn. That is after they are deducted ? 

Mr. Perry. Yes. 

Mr. Founrarn. You told Mr. Hoffman that you had an occasion to 
read the report of survey which was prepared as a result of the work 
of Mr. Levite of the Department of Agriculture, and that you read 
it carefully. 

Mr. Perry. No, sir. I believe the testimony will show that I said 
I looked at it but that I didn’t read it ve ry carefully because I wasn’t 
interested in it. 
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Mr. Fountarn. I know you said that with regard to the General 
Accounting report but I thought with respect to the original report of 
survey, that of the Department of Agriculture, you had said you read 
it thoroughly, but I see Iam wrong in that. 

Mr. Perry. That is right. 

Mr. Founrarn. How did the report happen to get into your hands? 

Mr. Perry. This survey made by the Department of Agriculture? 

Mr. Founrrain. Yes. 

Mr. Perry. Because I asked to see copies of the contract between 
Dunbar & Co. and the State of Illinois and there were a number of 
copies of this whole report, which include that contract available and 
somebody just handed me one. 

Mr. Founrarx. From whom did you get it ? 

Mr. Perry. I believe I got that from Mr. Schussele. 

Mr. Fountarn. Inasmuch as you did not read it carefully I assume 
you did not study it thoroughly enough to form an opinion concerning 
the basis upon which the computations were made ? 

Mr. Perry. That is right. 

Mr. Founrarn. I would like to read to you a portion of the General 
Accounting Office report—the report resulting from the more recent 
work done by the General Accounting Office auditors. 

Beginning on page 6, the General Accounting Office auditors make 
this statement, among others: 

The following major factors should be considered in the making of any esti- 
mate as to the amount of net earnings before increase taxes from the distribution 
of commodities under the agreement. 

(1) The general and heavy hauling activities resulted in a reported net loss 
of $11,831 for the four and a half years ended June 30, 1952. Inasmuch as the 
volume of this type of business declined slightly during the period of the agree- 
ment, there is littie, if any, basis for concluding that much of the overall earnings 
were derived from this phase of the business. 

(2) Recorded expenses for office salaries; general, administrative, and office 
expense; selling, traveling, entertainment, and advertising; and employees 
expense, include charges which should not be considered as ordinary and neces- 
sary expenses applicable to the distribution of commodities. 

(8) Rent paid, Dunbar Building Co. for warehouse and office facilities was 
increased on July 1, 1954, from $600 per month, to $2,000 per month, although 
the space occupied and other facilities used were unchanged. 

(4) The recorded expenses for the period prior to the incorporation on July 1, 
1954, do not include salaries for the services of James W. Dunbar, Joe A. Dunbar, 
and James W. Dunbar, Jr. Their corporate salaries for the 8 months ended 
February 28, 1955, were $13,200. 

Do you agree or disagree with that statement that these are some 
major factors which should be considered in the making of any estimate 
as to the amount of net earnings before taxes from the distribution of 
commodities under the agreement ? 

Mr. Perry. I can’t quite go down the line with the idea that those 
things as stated there are major factors in this matter. May I tackle 
them one at a time ? 

Mr. Founrarn. Yes. Goahead. 

Mr. Perry. The first statement is that the general heavy hauling 
activities resulted in a reported loss and inasmuch as the volume in 
this type of business declined slightly during the period of agreement, 
there is little if any basis for concluding that much of the overall earn- 
ings were derived from this phase of the business. 

_ Now lets be realistic about this thing: Before this agreement came 
into existence, Dunbar had a certain amount of equipment, he had 
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certain employees, and he had to support that equipment, he had to 
pay these employees, he had to pay the various expenses that were 
involved. 

Now the revenue appears to have been rather low, and to have been 
declining during the period immediately before this contract. Then 
he moved into this contract, he enlarged his organization, he acquired 
additional equipment, he acquired additional personnel, he developed 
an office procedure which frankly is excellent for handling a large 
volume of billing and accounting for materials. Then the heavy 
hauling business, “T believe you w ill find, is somewhat higher—maybe 
not much, but somewhat higher—during this period after ‘the so-called 
Nickell agreement came into effect. 

Now here the man was in a position where he had very little book- 
keeping, very little overhead which had to be applied to this heavy- 
hauling business. His accounts receivable for ex xample in the heavy 
he wling thing ran from $1,200 to $1,600 at any one time. And we 
inspected a list of them and there were maybe 15 or 20 people who 
owed him money for that type of thing. All right. He then got 
into a position where he had a much more effic -ient operation than 
he had previously. He was able to handle this heavy hauling with 
an absolute minimum of overhead expense. He could use the same 
drivers when they were not working on one project they could be 
working on another. I therefore would quarrel with the conclusion 
that there is little if any basis for concluding that much of the overall 
earnings were derived from this heavy- -hauling phase of the business. 
l think it swung around to the point where he was making some money 
on it. 

Mr. Founrarn. Of course you heard him say his business had 
declined considerably. 

Mr. Perry. I heard that and I also heard him mention a period 
when he was supposed to have $22,000 gross revenue in 6 months. Or 
had some $190,000 in 29 months. I submit that as a straw in the w ind, 
only, but I believe it is as valid a conclusion as this one. 

Then reported expenses for office salaries, general administrative 
and office expense and so forth, include charges which should not be 
considered as ordinary and necessary expenses applicable to the dis- 
tribution of commodities. 

With that statement I can’t quarrel. I don’t know, they may. I 
say only that the expenses in character are proper. 

Mr. Fountain. The expenses are the type of expenses that. ordi- 
narily accompany this type of business. That is what you have said. 

Mr. Perry. That is right: 

Rent paid Dunbar Building Co. for warehouse for office facilities was increased, 
all although the space occupied and other facilities used were unchanged. 

That, again, is not, to my mind a major factor, because I o_o 
that we have involved in this whole period a matter of $26,800, 
rent, over a 29-month period, paid by Dunbar & Co. to Dunbar Build. 
ing, Ine., for the use of facilities. That is less than $1,000 a month 
on the average, os I think that if you were to look at those facilities 
and owned them, I don’t believe you would rent them for less than 
*1,000 a month. 

Now reported expenses for the period prior to incorporation do 
not include salaries for the services of James W., Joe A., and James 
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W., Jr., and he stated the amount of the corporate salaries for the 8 
months’ period—which is correct—that is the amount that has been 
charged as salaries for them. 

Again, I don’t think that is a major factor, because we could check 
that whole $13,200 out and it wouldn’t make much difference in the 
final result. So as “major” factors, I don’t quite buy them. 

Mr. Founrarn. But you do agree they are factors to be considered 
in making estimates of the net income from that particular bus.ness. 

Mr. Perry. I agree with that, yes, sir. 

Mr. Naveuron. Are Murphey, Nash & Jones, auditors for the Illi- 
nois Toll Road Commission. 

Mr. Perry. We made one audit of the Illinois Toll Road Commis- 
sion account. 

Mr. Fountarn. You say you were contacted by Mr. Fitzgerald who 
was the attorney for Dunbar & Co. 

Mr. Perry. Yes, sir. 

Mr. Fountatn. How long have you known Mr. Fitzgerald? 

Mr. Perry. Mr. Fitzgerald and my partner, Robert Murphey, have 
been acquainted for a number of years. I recently have been on an- 
other case in which we worked with Mr. Fitzgerald. 

Mr. Founrarn. Have you or your firm done any other work for Mr. 
Fitzgerald or Mr. Fitzgerald’s client, other than this? 

Mr. Perry. The case that I mentioned that I was on involved a client 
of Mr. F itzgerald’s s. I wouldn’t make a definite statement but I don’t 
recall any other. 

Mr. Naueuron. Other than Mr. Fitzgerald have you talked to any 
other lawyer representing Mr. Dunbar ¢ 

Mr. Perry. I have spoken with Mr. Phillips, here, I have spoken 
with Mr. Hoff. 

Mr. Navueuton. None other than that? 

Mr. Perry. No. 

Mr. Founratn. Are there any other questions of Mr. Petty ? 

Mr. Horrman. The two lawyers you talked to are representatives of 
Dunbar ? 

Mr. Perry. Yes. 

Mr. Horrman. And they have to pay your bills? 

Mr. Perry. Yes. 

Mr. Horrman. Do you see anything wrong in their inquiring into 
your ability and what kind of audit you are making ¢ 

Mr. Perry. No. 

Mr. Horrman. I would assume Mr. Dunbar would be lacking good 
sense if he did not have a couple of good lawyers to speak for him. 

There is so much that has gone out to the press and so many infer- 
ences that have been drawn that I would like to give them the other 
side. 

Mr. Horr. Can he be excused ? 

Mr. Fountain. Yes. 


STATEMENT OF A. R, HEINEMANN, ASSISTANT MANAGER, MOTOR 
CARRIERS TARIFF ASSOCIATION, ST. LOUIS, MO. 


Mr. HerneMANN. My name is A. R. Heinemann and I am assistant 
manager of the Motor carriers Tariff Association of St. Louis, Mo. We 
are tariff consultants, tariff publishing agents for over 100 motor com- 


State aE BIA 22 tei la cal 


tae tae) 


F9 AD md Tin pat RRR TR Be 2/ 


wie 


oe Wein elite tty 


abt rsyes 


ie RL Ars, 


iii ser 


1g a 








of 


to 


od 


IR 


unit 


V e 











bid AER a tot 5 A TTI CR REO oS, atin pata aerial ets: sa 





DISTRIBUTION OF SURPLUS COMMODITIES 313 


mon carriers for whom we publish and file rates with the Interstate 
Commerce Commission, the Missouri Public Service Commission, and 
the Illinois Commerce Commission, and tariff and rate experts on com- 
mon motor carrier rates and tariffs. 

During the latter part of March 1955, Mr. Dunbar, who was un- 
known to us, contacted our office requesting that our association make 
a rate survey to compare rates and charges which would be assessed 
by motor common carriers to the rates assessed by his company on 
shipments handled under a contract between Dunbar & Co. and the 
superintendent of public instruction, State of Illinois, and that it was 
necessary that the survey be submitted to him on or before April 15, 
1955. 

Due to the limited time to make the survey we found it impossible 
to inspect all of the bills covering the transportation of all commodi- 
ties during the entire period of the contract. However, Mr. Marshall, 
our general manager, did inspect the bills covering shipments handled 
during the entire month of November 1954. 

After Mr. Marshall made the nn and ascertained the serv- 
ices required to be rendered by Dunbar & Co. under the terms of the 
contract, we endeavored to aah a comparison of the rates and charges 
assessed by Dunbar & Co. to the rates and charges published in tariffs 
for the account of motor common carriers which motor common car- 
rier would be required to assess if the shipments in question were han- 
dled by them. 

Our survey shows that the services rendered by Dunbar & Co. in 
the handling of the shipments were so different and involved—so 
many more services than are provided for in common motor carrier 
tariffs—that we were unable to find any published tariff from which 
the Department of Agriculture could have obtained rates and charges 
that would cover all services required under the contract. Therefore, 
the report of survey made by the Department of Agriculture cannot 
be considered as a correct representation of proper rates and charges 
to be applied to the services rendered under the terms of the contract. 

I refer you to our report of survey of services rendered by Dunbar & 
Co. under the contract with the State superintendent of public in- 
struction of the State of Illinois, and the letter addressed to Mr. Dun- 
bar attached thereto—copies of which have been furnished to the 
subcommittee, as an exhibit. 

Mr. Founrarn. Did you read the report of survey, of the Agricul- 
ture Department ? 

Mr. HetneMann. The only part I read of it was the rates they used 
as a comparison. 

Mr. Fountain. You didn’t read the whole report ? 

Mr. Hernemann. I didn’t read the whole report, myself. Mr. Mar- 
shall read the whole report and from that he ascertained the services 
which Mr. Dunbar would be required to make. , 

Mr. Fountain. You are in no position to express an opinion upon 
the manner in which the representatives of the Agriculture Depart- 
ment computed the costs which they said should have been incurred 
for these various items, are you ? 

Mr. Hernemann. I think so. The only thing I saw in their report 
of survey was that transportation rate for certain commodities be- 
tween two certain points. 
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Mr. Fountain. Did you read the discussion of the 94 shipments 
which they analyzed during November 1954? 

Mr. Hernemann. I didn’t read them all. I spot checked the rates 
that they had in their exhibit, or in their survey, to see whether or 
not they had put in the correct transportation rates. 

Mr. Fountain. Did you read their explanation of the basis upon 
which they made their computations ? 

Mr. Hernemann. I scanned through it. 

Mr. Fountain. Then I don’t guess you are in a position to express 
an opinion as to whether or not the representatives of the Agriculture 
Department could have used a better system in the absence of Dunbar 
& Co.’s books, to arrive at an estimate, or to project his earnings into 
the total operation, are you? 

Mr. Hernemann. Well, our position on it was to ascertain what 
rates would be assessed to the bills, in the event the transportation was 
made by any carrier other than Dunbar. We made no effort to ascer- 
tain whether or not Mr. Dunbar, or Dunbar & Co. had provided the 
correct rates, because we had no way of finding that out. There is 
nothing like that published in tariff of carriers. His operations that 
he conducted were by contract carriers on a contract carrier basis, and 
you don’t find those in tariffs. It is a specialized business and the rates 
used by the department of Agriculture were rates either picked out 
of the rate tariff of the motor carrier, or called some rate clerk and 
asked him what it costs to transport 100 pounds of butter between 
2 points. 

Mr. Founratn. In the first paragraph of your statement you said 
that your association serves as tariff consultants, tariff publishing 
agents for over 100 motor common carriers and so forth. 

Mr. Hetnemann. That is right. 

Mr. Fountain. Have you ever served as consultants or tariff pub- 
lishing agent for a common carrier engaged in the distribution of 
commodities received from and donated by the Department of Agri- 
culture ? 

Mr. Heinemann. No, I don’t believe there is such a thing as a 
common carrier handling anything like that. 

Mr. Fountain. Then you have had no experience in that particular 
field. You have had no experience in advising anyone engaged in 
that particular type of work? 

Mr. Heinemann. No. 

Mr. Founratn. Only as it relates indirectly to the activities of com- 
mon carriers. 

Mr. Heinemann. This is a specialized service and specialized serv- 
ice contract carriers don’t publish tariffs or rates. They make a con- 
tract and sign a contract. That includes the services, the rates which 
they will perform the services under. 

_ Mr. Founratn. Does any member of the committee have any ques- 
tions they wish to ask Mr. Heinemann ? 

Mr. Horrman. Just what did this Motor Carriers Tariff Associa- 
tion, Inc.,do? What is the purpose of it? 

Mr. Hetnemann. As I stated we are tariff-publishing agents. We 
have over 100 motor carriers who pay us so much a month to publish 
their rates and handle their traffic problems with the commissions, the 
Interstate Commerce Commission, the Illinois Commission, the Mis- 
souri Public Service Commission. We handle rate surveys for them. 
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Mr. Horrman. A part of your business is making a survey of rates? 
Mr. Hetnemann. That is true. 

Mr. Horrman. And in making that, I assume, you are guided by 
this—what is this Michigan Public Service No. 28% It is “rules 
and regulations and charges for terminal and special services.” Put 
out by “what? 

Mr. Hernemann. File by an agent in Chicago for the account of 
some six or seven hundred motor common carriers. 

Mr. Horrmay. Is that a standard publication ¢ 

Mr. HerneMANN. That is the publication on file with the Commis- 
sion and the only publication that can be used by these 600 or 700 
common carriers. 

Mr. Horrman. Am I correct in concluding from your statement and 
the exhibit which you offered with it, that there isn’t anything of 
record anywhere in Illinois which would serve as an accurate rate 
basis for fixing the usual and customary charges for services, such 
as those which were rendered by Dunbar ? 

Mr. Hetnemann. That is right, none that we know of. 

Mr. Horrman. Are you in a osition to know if there were? 

Mr. HetneMann. We should be. We filed rates in the State of 
Illinois for some 200 or 300 carriers. 

Mr. Horrman. And for over what period of time? 

Mr. Hernemann. Since January 1, 1954. That is when the law 
went into effect. 

Mr. Horrman. I will ask, Mr. Chairman, that the statement of the 
gentleman and this statement filed with his statement—— 

Mr. Fountain. By Mr. Marshall? 

Mr. Horrman. Yes, and the other one attached to it, report of sur- 
vey of service rendered by Dunbar & Co. in Spr ingfield, I}l., be made 
a part of the record. 

Mr. Founta1n. Without objection, it will be done. 

(The documents referred to appear in the appendix as exhibit 11, 
p. 507.) 

Mr. Founrarn. Is Mr. Marshall here? 

Mr. Hetnemann. No, Mr. Marshall had prior commitments and 
couldn’t attend this session. 

Mr. Fountain. We may have to call him, in view of his statement. 

Mr. Heinemann. I assisted in making this survey. In fact, I think 
I did most of the work on it. 

Mr. Horrman. Rather than to inconvenience Mr. Marshall, as far 
as I am concerned, the contents of that letter, I think, appear in this 
other exhibit that was filed. 

Mr. Fountain. It may be that we won’t need him, but I just make 
that statement because I don’t know what it says. 

Mr. Horrman. Are you a politician or a statesman or a candidate 
for any office? 

Mr. Hetnemann. No, sir. 

Mr. Horrman. Have you been in the last 5 or 10 years¢ I am tres- 
passing, perhaps, upon your right of privacy. 

Mr. Hernemann. That is quite all right. I was a city councilman 
for 2 years and that was enough for me. 

Mr: Horrman. And you realize that under the laws of most States 


when you are on the city council you can’t sell the city anything or 
work for them ? 
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Mr. Hernemann. I know that. 

Mr. Horrman. What city? 

Mr. Hetwwemann. Valley Park, Mo. St. Louis County. 

Mr. Founrarn. Mr. Heinemann, Dunbar & Co. is a member of your 
association ¢ 

Mr. Hernemann. No, sir; I never heard of Dunbar & Co. before 
this. I think I met Mr. Dunbar on the 15th of April when I took this 
report to him. 

Mr. Founrarn. You were employed by Mr. Dunbar to render this 
service ? 

Mr. Hetnemann. Mr. Dunbar asked for it. 

Mr. Naveuton. In addition to the services that were performed by 
Dunbar with his own equipment, he also employed some subcontract- 
ors; is that correct ? 

Mr. Hernemann. Yes, that is correct; but we didn’t go into that 
phase of it. We didn’t have time. We took the bills for the month, 
the certain month, and tried to make a rate comparison as to what the 
Department of Agriculture showed for a transportation rate, and 
Mr. Marshall gave them to me, asked me what charges would a com- 
mon carrier assess on this shipment, and I found it impossible to put 
them on. 

Mr. Naveutron. We do know Mr. Dunbar had some subcontractors 
working for him. 

Now, I notice in your survey a list of some 15 or 16 services which 
were performed by Dunbar & Co. that would not be reflected in the 
rates in a published tariff. Is that correct ? 

Mr. Hetnemann. That is correct. 

Mr. Naveuton. Let’s go over those. No.1: 

Was held responsible for the distribution of commodities to only those persons, 
groups, agencies, other recipients determined to be eligible to receive such 
commodities. 

Would that service be performed also by a subcontractor employed 
by Dunbar? 

Mr. HetIneMANN. Would it be performed—I don’t know what he 
required of his subcontractors. 

Mr. Navueuron. You are not sure as to whether that would be 
required or not. 

Mr. HertnemMann. This is not in connection with a subcontractor. 
This is comparison of rates between the rates assessed by Dunbar 
and those of a motor common carrier. 

Mr. Naventon. You are familiar with the services performed by 
truckers generally ; are you not ? 

Mr. Hernemann. That is right. 

Mr. Naveurton. I am just trying to determine how many of these 
services were also performed by subcontractors and how many were 
performed by Dunbar exclusively. 

On the first one, you wouldn’t know as to that one, whether or not 
the subcontractors also furnished that service ? 

Mr, HetneMANnn. I wouldn’t know. 

Mr. Naventon. No.2: 


Exerted utmost care at all time to prevent commodities from being dis- 
tributed in such manner as to encourage waste, deterioration, or misuse. 
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I would assume Mr. Dunbar would require that of a subcontractor ; 
would he not? 

Mr. Hetnemann. I don’t know. 

Mr. Naueuton. Don’t you think he would ? 

Mr. Hernemann. I don’t know what he required of his subcon- 
tractor. 

Mr. Navewton. Wouldn’t it be normal for someone who had a 
subcontractor doing this, to require the subcontractor to take such 
precautions ? 

Mr. HetnemMann. I would’t know that. Common carriers don’t sub- 
contract any transportation. They perform the service from point of 
origin to delivery, either on their own vehicles or through interchange, 
at a published rate and charge. 

When you are talking about a contract carrier, if he subcontracts, 
I don’t know what any contract carrier would require of a subcon- 
tractor. I never heard of it, frankly. 

Mr. Navueuton. You never heard of a subcontractor on a trucking 
contract ¢ 

Mr. Hetnemann. No. 

Mr. Navueuron. This is the first time in your experience you have 
ever come across a situation where a man who didn’t have the equip- 
ment to handle it got the contract and subcontracted to someone else ? 

Mr. Hernemann. Yes; I think it is. 

Mr. Fountain. You come down to North Carolina, Mr. Heinemann, 
and I will show you quite a few examples of where they subcontract 
hauling. Common carriers. 

Mr. Hetnemann. Not as common carriers. Under contract car- 
riage; yes. 

Mr. Naueuton. Then you don’t know how many of these services 
were required to be performed by Dunbar’s subcontractors ? 

Mr. Hernemann. No; I don’t. 

Mr. Knox. Mr. Heinemann, do I understand, then, that a common 
carrier may not subcontract his responsibility from origin to delivery ? 

Mr. Hernemann. A common carrier cannot subcontract anything. 

Mr. Kwox. He is the responsible agent from the time he picks 
the commodity up at its place of origin, until it reaches the place of 
delivery. 

Mr. Hernemann. Yes. He interchanges traffic, of course, with other 
carriers to points that he doesn’t have authority to serve but he can- 
not subcontract or lease or anything. 

Mr. Knox. A contract carrier may. 

Mr. Hernemann. Contract carriers evidently can, although I don’t 
know of any cases where a contract carrier ever subcontracted. He 
might lease equipment or something to that effect but I don’t know 
of one that subcontracts. 

Mr. Founrarn. One further question, Mr. Heinemann: Your ex- 
perience has been with common carriers and common-carrier rates and 
not with contract carriers ? 

Mr. Heinemann. I have had some experience with contract carriers. 
A contract carrier files a schedule of minimum rates with the Com- 
mission. We draw those up for them after examining their contract. 

Mr. Fountain. Didn’t you tell us a few moments ago that you 
hadn’t had much experience with contract carriers? 
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Mr. Hernemann. I haven’t had much. I would say I have filed 
several schedules of minimum rates. 

Mr. Founrain. Dunbar & Co. was a contract carrier and not 
common carrier. 

Mr. Hernemann. That is right. I don’t think anybody has much 
experience with the rates of a contract carrier for the simple reason 
oe knows what is in the contract except the carrier, himself. 

Mr. Horrman. And his employer. 

Mr. Hernemann. That is true. A contract when it is filed with 
the Commission is not in a public file. 

Mr. Horrman. You ascertained from your examination of the agri- 
cultural survey, how they arrived at their figures, didn’t you? 

Mr. HerneMann. I assumed that they showed—as a matter of fact, 
I do know from the ones I looked at that they nat 08 an example, 
there would be 6 cases of butter, they would weigh 33 pounds to the 

case, it would be so many hundred pounds. Then they would take 
the rate between the two points out of a motor common carrier tariff. 

Mr. Horrman. Out of a common-carrier schedule ? 

Mr. Hetnemann. Yes; out of a common-carrier schedule, which is 
not the proper way at all to handle it. 

Mr. Horrman. Do you know they took out approximately 2,000 
schools and then selected 51? You knew that, didn’t you? 

Mr. Heryemann. I think the survey was 64 ‘shipments. 

Mr. Horrman. And from the institutions, out of 108, they 
selected 13. 

Mr. HetneMANnN. Yes, stv. 

Mr. Horraran. And came up with a figure of $283 as the average 
charge per delivery ? 

Mr. HernemMann. Yes, sir. 

Mr. Horrman. Do you also know that the charge for delivery was 
$25.89, instead of $283? 

Mr. Hernemann. Y es, indeed. We show that in our survey. After 
we took the entire number of shipments of 46,000, and the weight of 
the SOO transported and the revenue derived, it averages out 
as $29.40 a shipment. It is reflected on page 9. The United States 
Departinent of Agriculture by using 61 shipments came up with 

$283.50. 

"Mr, Horrman. They were off approximately $250; were they not / 

Mr. Heinemann. Well, our survey showed that their revenue de- 
rived—they overestimated the revenue by 522 percent. 

Mr. Horrman. Overestimated the revenue ? 

Mr. Hernemann. Per shipment. 

The Department of Agriculture used 64 shipments which moved 
during November of 1954. We used 2,103 shipments, which was the 
entire movement of commodities for November 1954. 

Mr. Horrman. They showed deliveries to how many institutions’? 

Mr. HetneMann. Sixty-four. I mean destinations. I don’t know 
anything about the institutions. You might call them an institution, 
or a school. 

Mr. Horrman. You don’t know whether it was a little country 
school or whether it was a big school in the city ? 

Mr. Hernemann. No; I don’t know that. 

Mr. Horrman. They didn’t either, did they ? 

Mr. Hernemann. I doubt it. 
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Mr. Horrman. Is there anything in the record anywhere, [Illinois 
traffic regulations, or any other figures that are reliable, anywhere, 
that anyone could use to form an accurate judgment, that you know of ¢ 

Mr. Hervemann. Not that I know of. 

Mr. Knox. In your dealings with common carriers, there is a 
question of rates; is there not? And is there not a question of a 
service charge for every stop a common carrier makes? 

Mr. Hernemann. A common-carrier service is only to pick up a 
shipment which is directly accessible to the truck, transport the 
shipment to the point of destination, and makes his delivery at a 
point directly accessible to the truck. That is the only service that 
a common carrier performs, under the rates he has published in his 
tariffs. 

Mr. Knox. Are you familiar with the Michigan common-carrier 
law ¢ 

Mr. Hernemann. No, I am not familiar with Michigan intrastate 
traffic. 

Mr. Kwox. I don’t know whether it happens all over, but in the 
State of Michigan, the rates are scheduled and charged for the 
transportation, and then there is a service charge. Two years ago 
it was $1.50 for each stop. That is in excess of the rate that was 
charged for the transportation. ; 

Mr. Hertnemann. That is right. That $1.50 surcharge was appli- 
cable all through the central territory. 

Mr. Knox. Would that include Illinois? 

Mr. Hetnemann. Not on Illinois intrastate traffic. Now some of 
the common carriers may have had that published for their account. 

Mr. Kwox. That is all. 

Mr. Horrman. I got from your testimony the understanding that 
you thought the figures used by the Department of Agriculture were 
of comparatively little value. Was I right about that? 

Mr. HernemMann. You are right. 

Mr. Horrman. Now, tell us why. 

Mr. HEInEMANN. Well, to begin with, as I stated before, they used 
a rate in there that covered nothing except the transportation of the 
commodity between a point of origin and a point of destination, 
together with a pickup of the shipment and a point directly acces- 
sible to the carrier’s vehicle and the delivery of the shipment to a 
point directly accessible to the carrier’s vehicle. That rate the De- 
partment of Agriculture used was taken from a common carrier 
motor tariff. 

Mr. Horrman. What is the difference between the rate they used 
and the rate which would actually and normally be required by a 
service such as Dunbar’s? 

Mr. Heinemann. One is a specialized service. 

Mr. Horrman. What do you mean by that? 

Mr. Hetnemann. Well, of all the services that Dunbar Trucking 
Co. performed—lI have them listed here—I think we have about 16 
of them listed. 

Mr. Horrman. Where are those listed ? 

Mr. Hetnemann. They are listed in the report of survey. 

Mr. Horrman. You find that on page 1 and page 2. You have 16? 

Mr. Hernemann. That is right. 
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Mr. Horrman. That Dunbar rendered that were not take into 
account and could not be taken into account by the survey of the 
Department of Agriculture? 

Mr. Hetnemann. No; I have 16 listed that Dunbar performed, 
and only 4 listed that a common carrier performed. 

Mr. Horrman. That is 16 different kinds of services that Dunbar 
performed. 

On page 4, he has the four services performed by the common 
carriers ¢ 

Mr. Hetnemann. That is right. 

Mr. Horrman. That is the four which the Department of Agricul- 
ture in their survey took into consideration ? 

Mr. Hetnemann. That is right. In the rates they used, only these 
four services could have been performed. 

Mr. Horrman. Instead of that, Dunbar performed how many 
additional ? 

Mr. Knox. Twelve. 

Mr. Horrman. Maybe it is 12 and maybe it isn’t. I know 16 less 
4 makes 12, but——- 

Mr. Hertnemann. That is right. There are 12 services here that 
Dunbar performed, that a common carrier wouldn’t perform on the 
rate that was used by the Department of Agriculture. 

Now, some of those services a common carrier can perform at an 
extra additional charge. 

Mr. Horrman. But ordinarily does not perform for the rate estab- 
lished ? 

Mr. Hetnemann. That is right. 

Mr. Horrman. I will not take the time to read them in if they may 
be considered here as put in. 

Mr. Naveuton. The whole document is in. 

Mr. Horrman. What you are now referring to is found on page 
1 to 5, inclusive? 

Mr. HetneMANN. Yes, sir. 

Mr. Founrain. Mr. Heinemann, did I understand you to say that 
you did not read the Agriculture Department’s report of survey 
thoroughly ? 

Mr. Hernemann. I didn’t read everything in it. 

Mr. Founrarn. Did you read and study an outline of the proce- 
dure which is followed in the survey and the things which it took 
into account in computing what the costs were and what they should 
have been? 


Mr. Hetnemann. In how they arrived at the rate that they put in 
there ? 

Mr. Fountratn. Yes. 

Mr. Hetnemann. I scanned through it but I didn’t have to read 


it because I checked the rate he made mention of in the survey, the 
tariff he used for the rates. I went back to the tariff and found out 
that those were the rates he was actually using. 

Mr. Fountarn. Yes; but if you will study the report of survey. 
you will find that the tariff which he used was only one of the means 
which he used in arriving at his computation. He has a 2-page outline 
of procedure which was followed in the survey, dealing with the 
selection of shipments, basis for warehouse rates and types of hauling, 
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and a number of items—I am not saying they are correct or incorrect, 
but he used a lot of items as a basis for computing the cost. 

Mr. Hernemann. He may have used items but he didn’t use any 
specialized services—any charges for specialized services. We make 
no attempt to say what the costs would be for warehousing and those 
items, because we don’t know. But we do know what the cost would 
be to transport a shipment by motor carrier. 

Mr. Founratn. But you don’t know about a contract carrier ¢ 

Mr. Hernemann. And no one else does except the man who signs the 
contract. 

Mr. Founrarn. And that is why we are having to delve into this 
particular contract. 

Did I understand you to say that Dunbar & Co. performed 12 or 18 
services that were not taken into account by the report of survey of the 
Agriculture Department? Was it 12 services? 

Mr. HerneMann. That is right. The rate that they used did not in- 
clude these services. 

Mr. Fountatn. Do you have the figures as to what those services 
cost ¢ 

Mr. HetneMANNn. No; because those services are not published in 
tariffs and no one knows what they are. 

Mr. Fountarn. Then you have no way of knowing to what extent 
those additional services or the cost of those additional services would 
have thrown the estimates of the agricultural representatives off ¢ 

Mr. Hernemann. No; I don’t know what they would be. I know 
they would be a considerable amount. 

Mr. Fountain. I would like to suggest to counsel—that I hope they 
won’t prompt witnesses, and will let them speak for themselves. 

Mr. Horrman. I would like to suggest most respectfully and humbly 
that counsel has the right to advise the witness. 

Mr. Fountain. He has a right to advise the witness, but not to sug- 
gest part of the answer or things of that kind. I am not saying that 
has been done. I am just making that statement. 

Mr. Horrman. You imply that it might be. 

Mr. Fountain. I am making that statement as a word of caution. 

Mr. Horrman. As a word of caution? Against what danger? 

Mr. Fountain. Well, I am not going to argue with Mr. Hoffman 
about it, but it is a word of caution so that they won’t do it in the future 
whether they have in the past or not. 

Mr, Horrman. I want to most respectfully and humbly suggest 
that they have a right to consult with the witness at any time and if 
the chairman or anybody else wants to call attention to it, that is all 
right. You can say, “Let the record show that the attorney is talking 
to the witness.” . 

Mr. Founrarn. He has a right to consult with him and to advise 
him, but not to suggest answers to him. 

Mr. Horrman. There is no evidence so far that I know of that they 
have suggested answers. 
Mr. Fountain. Maybe you just don’t observe as closely as others. 

Mr. Horrman. I have watched them talking but I confess I cannot 
form any opinion as to what they were saying. And I can assume 
they were making some statement with reference to the record that 
he has before him. 

Mr. Fountain. Are there any other questions ? 
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Mr. Horrman. Yes. 

Do you know what you have been talking about yourself, of your 
own knowledge? 

Mr. Hernemann. I think so. 

Mr. Horrman. Do you have to be advised by the gentleman sitting 
on your left or the one on your right, as to the facts of this case 

Mr. Hetnemann. No, sir, I would rather I wouldn’t be. I think I 
can answer the questions. 

Mr. Fountain. Are there any other questions 4 

Mr. Navuenton. Mr. Heinemann, common carriers are required to 
post tariff rates stating the charges they will make for performing 
certain services. And they are required by regulations, then, to main- 
tain that service for stated periods of time, and to perform those serv- 
ices for any persons who wish them to do so; is that correct ? 

Mr. Hetnemann. That is correct. 

Mr. Naueuron. Contractors are not required to do that, is that 
correct? They must:merely live up to the terms of their contract ¢ 

Mr. Hernemann. They live up to the terms of their contract. 

Mr. Navueuton. Normally, in performing the same services, the 
contract rate will be cheaper than the common carrier rate, will it not, 
assuming the services are the same? For example, if a man has sev- 
eral shipments over a year’s time going from one point to another 
and contracted to have that done, soul he normally be able to get 
a cheaper rate than if he just had the one shipment and had a common 
carrier to do it? 

Mr. Hernemann. If he only asked the contract carrier to perform 
the same services he would ask the common carrier to, if that is all he 
performed, there are probably instances where the contract carrier 
would have a lower rate in his contract than a common carrier would 
have in his published tariffs. 

Mr. Naveuton. Because he would have a certain amount of business 
he could look forward to. 

Mr. Hetnemann. That is right. 

Mr. Naveuton. Are you aware of how much hauling of commodi- 
ties, percentagewise, done by Dunbar & Co. under contract with Mr. 
Nickell, was actually done by subcontractors ¢ 

Mr. Hernemann. No. 

Mr. Naveuton. We have had some figures to the effect that a little 
over half of this hauling was done by subcontractors. You wouldn’t 
be advised of that figure ? 

Mr. Hetwemann. I wasn’t interested in how much was done by 
subcontractors. 

Mr. Naveuton. And concernig that part of the hauling, do you 
know whether the subcontractors performed all these 16 services for 
Dunbar, or whether they performed none of them ? 

Mr. Hetnemann. I don’t know. 

Mr. Horrman. Did you ever hear of any complaints from anybody 
who was entitled to receive goods? 

Counsel asked you if you knew whether or not these services had 
been performed. Did you ever hear any complaints from anybody 
that the services called for by the contract hadn’t been performed ? 

Mr. Hetnemann. Well, no; I wouldn’t be in a position to hear any 
complaint from anybody. 
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Mr. Horrman. Well, I didn’t know but from the newspaper stories 
about the excessive profits and all they complained the boys didn’t 
get the food, the butter was spoiled or something. 

Mr. HetnemMaNnn. I have my first newspaper item to read yet. I 
never read them. 

Mr. Horrman. How about these other gentlemen? Are they going 
to testify ? 

The press here votes to adjourn. 

Mr. Fountain. Are we all ready to quit ? 

Mr. Horrman. Didn’t this gentleman want to get away ? 

Mr. ScuussE.e. No, sir. 

That is not a correct answer, sir. I want to get away, but not until 
| you are finished with my clients. 

Mr. Fountarn. The committee stands in recess until 10 o’clock to- 
morrow. The room will be announced. 

(Whereupon, at 5:30 p. m., the committee adjourned to reconvene 
at 10 a. m., Friday, April 22, 1955.) 
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(Investigation of Distribution Costs of Surplus Commodities 
Donated by the Department of Agriculture to Schools and 
Institutions in Illinois) 


FRIDAY, APRIL 22, 1955 


Hovss or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERGOVERNMENTAL RELATIONS, 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:15 a. m., in room 
1301, New House Office Building, Hon. L. H. Fountain (chairman of 
the subcommittee) presiding. 

Present: Representatives Fountain, Hoffman, Reece, Reuss and 
Knox. 

Also present: Representative James C. Murray and James R. 
Naughton. 

Mr. Fountatn. The subcommittee will come to order. 

Mr. Ruvett. Mr. Chairman, I am Nathaniel S. Ruvell. I am an 
attorney from Illinois, and I am assisting Mr. Voloshen in the rep- 
resentation of Mr. Dunbar at this hearing. At this time, with your 
permission, may we recall Mr. Schussele as the witness for exami- 
nation ? 

Mr. Fountrarn. I think we will take care of calling the witnesses, 
and we will let you know just when we want to hear from them. 

I want to caution all attorneys to be careful not to promise wit- 
nesses when they may be called to testify, and we are particularly 
anxious to have the witnesses to testify to their own personal know!l- 
edge. So I would like to suggest to the members of the committee, in 
the interest of time and in the interest of saving time, to get the recog- 
nition of the chairman of the committee rather than interrupting to ask 
questions, to eliminate these colloquies. 

Mr. Horrman. Mr. Chairman, I agree with you, and I think I have 
been very, very careful about that. 

Mr. Fountain. Let the record show that Mr. Knox, Mr. Hoffman, 
Mr. Reece, Mr. Reuss, and the chairman are a quorum. 


FURTHER TESTIMONY OF JAMES W. DUNBAR, SPRINGFIELD, ILL. ; 
ACCOMPANIED BY HALBERT A. SCHUSSELE, CERTIFIED PUBLIC 
ACCOUNTANT; A. R. HEINEMANN, RATE EXPERT; AND WILLIAM 
B, PETTY, CERTIFIED PUBLIC ACCOUNTANT 


Mr. Fountain. Mr. Dunbar, I noticed that in January 1954 you paid 
the Match Corporation of America $134.75. Can you tell us what that 
was for? 
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Mr. Dunpar. What page is that on? 

Mr. Founratrn. It is on page 30, schedule A-9 of the GAO Report 
of Survey. 

Mr. Dunrar. I don’t have the voucher here to substantiate it. 

Mr. Founrarn. Were you buying matches for advertising purposes ? 

Mr. Dunzar. Possibly I was, sir. 

Mr. Founratn. I notice the figure here for Gourmet Restaurant of 
$2,251.63 in the GAO report. Was that for the period of October 1, 
1952, to February 28, 1955 ? 

Mr. Dunzar. That was for ‘gift boxes for parties and entertain- 
ment that we got from there. 

Mr. Fountain. Can you give us any idea when some of these parties 
took place and where ¢ 

Mr. Dunzar. I do not recall, sir, right at the moment. 

Mr. Founrarn. Did you get any business from the Gourmet Res- 
taurant ¢ 

Mr. Dunpar. No, sir. 

Mr. Fountain. Do you know of any customers you have ever 
taken down there and entertained ? 

Mr. Dunrzar. I do not recall their names at this moment. 

Mr. Founrarn. Do you mean that over a period of October 1, 1952, 
to February 28, 1955, you spent $2,251.63 and can’t remember a single 
customer you entertained and took down there ? 

Mr. Dunzar. It isnot arestaurant. It sells foods like hors d’oeuvres 
and gifts and boxes. 

Mr. Founrarn. Can you give me names of customers for whom 
you bought these gifts? 

Mr. Dunpar. Well we have a list we send out every Christmas and 
throughout the summer to resident engineers on the pipeline that 
runs about every 200 miles for a special station and we send them 
a gift and a calendar. 

Mr. Founrarn. Is this where you bought these boxes? 

Mr. Dunpar. Part of them, sir. 

Mr. Fountain. How many of those did you buy each year? 

Mr. Dunrar. I don’t recall at the moment the amount of these boxes 
I did buy. We had some other boxes we did use in addition to those. 

Mr. Fountarn. Do you know the names of the people you sent them 
to? 

Mr. Dunpar. We sent them to these various station engineers and 
to employees engaged in road building and construction—I cannot 
recall the individual names—they would get a list of the superintend- 
ents from the various stations. 

Mr. Founratn. Now, were these given out to increase the overall 
business of Dunbar & Co. and were they given out to increase your 
food distribution program ? 

Mr. Dunpar. No; it had nothing to do with the food distribution 
program. It was for good will with the other customers. 

Mr. Fountarn. Was it paid for by Dunbar & Co. ? 

Mr. Dunsar. No, sir. 

Mr. Founrtatn. Did you ever give Mr. Nickell any of these gifts? 

Mr. Dunpar. No, sir. Oh, I think maybe we did. 

Mr. Fountarn. How much did a box weigh ¢ 

Mr. Dunsar. Well there were different sizes of boxes. I think there 
were 3 or 4 different boxes. 
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Mr. Fountatn. What was the largest size boxes sent to friends? 

Mr. Dunpgar. I think a 10-pound box. 

Mr. Founratn. How much did that weigh—10 pounds? 

Mr. Dunsar. It was individual cheeses wrapped up. I don’t recol- 
lect the amount of pounds of the package. 

Mr. Fountain. They were wrapped up in Christmas packages? 

Mr. Dunpar. Yes, sir. 

Mr. Founrarn. You also sent them out to personal friends? 

Mr. Dunsar. Yes, sir. 

Mr. Fountain. Who were not customers? 

Mr. Dunpar. Well they were customers or relatives of customers 
that were always speaking good will for us. 

Mr. Fountatn. In other words, you didn’t have in mind just pass- 
ing out all of these cheeseboxes to employees and customers for a 
good-will measure but passed them out to a lot of your personal 
friends and acquaintances with whom you came in contact from 
time to time? 

Mr. Dunsar. No, sir. 

Mr. Fountain. You gave some to people with whom you were asso- 
ciated in carrying out your contract with Mr. Nickell, did you not? 

Mr. Dunpar. They were very limited in this field. 

Mr. Fountain. Well, you gave Mr. Wolfe one of those gifts, did 
you not? 

Mr. Dunpar. Yes, sir. 

Mr. Founratn. Did you ever give any other gift to Mr. Nickell or 
Mr. Wolfe? 

Mr. Dunpar. No, sir. 

Mr. Founrarn. I notice an item for James D. Sheehan Sign Co. of 
$295.65. I wonder if you could tell us what that was for? 

Mr. Dunpar. For lettering trucks and for repairing neon signs on 
top of the service station and other signs on the station. 

Mr. Founrarn. Ace Sign Co., that is for the same thing? 

Mr. Dunpar. Yes, sir. 

"Mr. Fountain. Joe’s Sign Service? 

Mr. Dunpar. The same thing. We have an identification on each 
of our trucks showing the empty weight and the company name and 
the permit number. 

Mr. Founra1n. Were you buying trucks at this time in March of 
1954¢ 

Mr. Dunpar. Well we possibly were buying some trucks or we 
were working on them at the time and, of course, they had to be 
lettered, and so forth. 

Mr. Chairman, in January 1954, I am pretty sure the law was 
changed by the Illinois Commerce Commission that changed our 
authority number and required us to change the number of our 
authority on the trucks and they had to be either cleaned off and 
painted over or overhauling and painting the truck and lettering 
the truck. 

Mr. Fountarn. Did you have to repaint the whole truck? 

Mr. Dunrar. In some cases the whole cab or either reletter it. 

_ Mr. Founrarn. None of these signs were for other types of adver- 
tising other than advertising the name on your trucks, and of course 
the authority for hauling? 
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Mr. Dunzar. No, sir. ; 

Mr. Fountain. Do you have canceled checks for all of the expendi- 
tures which are listed on your books from the period of time you 
started carrying out this contract? 

Mr. Dunpar. Yes, sir. 

Mr. Fountarn. How do you keep your expense account? For 
instance, if you were out today in some part of Illinois, how would 
you keep it? Do you write it down during the day, do you estimate 
what your expenses.are, or how do you do it? 

Mr. Dunzar. Well I try to keep it to the best of my knowledge, 
sir; yes. 

Mr. Founrarn. You have to estimate it? 

Mr. Dunsar. Yes; it is an estimate. 

Mr. Founrarn. There were a lot of things that took place and you 
could not keep a record ? 

Mr. Dunsar. Yes, sir. 

Mr. Founrarn. Now, what is this Minneapolis Specialty, $69.88 in 
May of 1954? 

Mr. Dunpar. I don’t remember what that incident was. 

Oh, I remember that we did buy something from Minneapolis Spe- 
cialty aside from Brown & Bigelow in the way of advertising, such 
as pencils, 

Mr. Fountain. Who is J. T. Giblin, Mr. Dunbar? 

Mr. Dunsar. I don’t recall at this time. There were several hun- 
dred checks written in our office I didn’t sign, Mr. Chairman. 

Mr. Fountarn. Who had authority other than you to sign those 
checks ? 

Mr. Dunpar. Joe A. Dunbar. 

Mr. Fountarn. Then many of these details could probably be ex- 
plained by Joe Dunbar? 

Mr. Dunpar. Yes, sir. 

Mr. Scuussete. Mr. Chairman, could I say something in connection 
with this. This, of course, as your counsel knows because he has seen 
the checks and the volume of the checks, there are several’ hundred 
checks written each month and anyone, even if he signs a check, may 
not have personal acquaintance with it. After all, these men’s time is 
valuable and they have responsibility. Certainly when they sign the 
checks the supporting dian was there. I am quite sure he oper- 
ates in a fashion much as any other businessman. I am not sure all 
the businessmen would recall all the details of every single check they 
sign. 

Mr. Fountatrn. I do not think anyone would disagree with you on 
that. However, my letter of April 15, paragraph 5 (c) requested 
information on all expenditures in excess of $50 for advertising and 
promotion from July 1, 1954, to date, including particularly all such 
expenditures for radio, TV, or newspaper advertising and for ad- 
vertising specialties and signs. Do you have those checks here? 

Mr. Scuussexe. I am familiar with them, yes, but that would not 
indicate that Mr. Dunbar would have knowledge of them. 

Mr. Fountarn. Well it was a proper request. 

Mr. Scuussetx. That is true. 

Mr. Fountarn. Then he is not able to give us accurate information 
on anything? 
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Mr. Scuussete. That is your opinion. It all depends on the way 

you look at it, sir. 
* Mr. Fountain. Well I think any businessman could give us sub- 
stantially what these amounts were for and what services his com- 
pany received and what it was used for. {f he did just that in this 
respect it would be satisfactory 

Mr. ScHussELE (interposing). I would like to point out that our 
testimony has been to that effect. 

Mr. Founrtarn. Well the record does not show it that way. 

Mr. ScuussE.e. Well, sir; I would admit that in the expense 
charged to Dunbar & Co. obtained in the income from their portion of 
the contract it is possible that part or some of those expenses were 
chargeable to the commodity contract, and then I think conversely you 
would have to admit then that if he received other outside income this 
expense would have to be charged to other income too. 

Mr. Founrarn. I am not going to argue with you or anyone else. 

Mr. Horrman. Mr. Chairman, as I understand it the GAO auditors 
were there and made an audit in Springfield ? 

Mr. Scuussexe. Yes, sir. 

Mr. Horrman. And the auditors are here? 

Mr. Scuussetz. Mr. Jones and Mr. Wilner, they are here. 

Mr. Horrman. The point is that there is certain detailed informa- 
tion which obviously no one witness could answer because there were 
several of them who cosigned and no one knows of all of the invoices 
now. The question is as to whether Dunbar & Co. or any other asso- 
ciated business or enterprise gave to the GAO auditors, Mr. Jones and 
Mr. Wilner, everything they asked for. If they did, then at least 
the GAO auditors have the information. 

Mr. Fountain. Well I do not think that is an issue here. We are 
simply asking him for information which we think he, as a business- 
man who operates the business ought to be able to tell us something 
about. 

Mr. Horrman. I agree with you, but he cannot remember every- 
thing. 

Mr. Fountatn. Do you have a voucher on the J. T. Giblin account ? 
That is an advertising agency ; is it not? 

Mr. Dunsar. I think it is, sir. 

Mr. Fountarn. Did you make a list, Mr. Dunbar, of the things you 
were requested to bring ? 

Mr. Dunsar. Mr. Schussele made that list. We made notations on 
that information. 

Mr. Fountain. Maybe, if you would submit all of the material 
which we requested to us we would save a little time. 

Mr. Scuussete. He does not have that here. Some of,them pos- 
sibly have been misplaced. It should be in our office somewhere in our 
files there. We have been in confusion down there in the last few 
months. 

Mr. Reece. That should not be difficult to understand. 

Mr. Chairman, would you permit an interjection here? Did the 
General Accounting Office representatives 

Mr. Fountatn (interjecting). We have been through that, sir. The 
GAO was given the benefit of these records. They did make a survey 
as I understand it, and the records were made available to the GAO, 
certain records, as they requested, as far as I know. 
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Mr. Horrman. Mr. Chairman, Mr. Reece and I would like to get an 
answer from the GAO repr esentatives who are back here as to whether 
all of the records were made available. 

Mr. Fountain. They are not witnesses at this time. 

Mr. Horrman. I just wanted to shorten the time and get that answer. 

Mr. Scuussetz. Not only did the GAO representatives see most of 
these vouchers but the counsel of the subcommittee also saw the 
vouchers, the canceled checks, et cetera. 

Mr. Fountarn. But the members of this committee want the privi- 
lege of seeing these checks. 

Mr. Horrman. Are the checks here ? 

Mr. Scuusserr. Certain of them, sir. 

Mr. Fountain. Suppose you bring all the files we requested and 
deliver them to us and maybe that would shorten some of our questions. 

Mr. Scuussetr. I would be glad to do it, sir, but I do not think we 
will be able to. We have a petition from a grand jury in Chicago, 
before which there are certain accusations, but we could leave them and 
let you make copies of them. 

Mr. Fountain. We will make copies of them, and have them photo- 
stated before you leave. 

Mr. Scuvusse.e. I have had them since I have been here and yester- 
day morning I wanted to make them available to you. 

Mr. Reece. Mr. Chairman, if the grand jury is interested in them, 
and if I were Mr. Dunbar, I would be kind of hesitant to let those 
checks get out and let them be photostated before the Internal Rev- 
enue gets around there. 

Mr. Founratrn. I can recognize there may be all kinds of excuses 
for not giving this information if they do not want to. 

Mr. Reece. Mr. Chair man, he has said he would submit the checks. 

Mr. Scuussete. I did not say, Mr. Chairman, I would not turn them 
over. I offered them. I was in room 1501 in this building to turn 
them over and your counsel was not there. 

Mr. Horrman. As I understand it, although counsel could object, 
as suggested by Mr. Reece, and refuse to produce these checks on the 
gr ounds that they might incriminate them in a court case which is now 
pending, they say you can have everything they have, although I 
don’t know whether they have got them all here or not, and have them 
photostated, and you can do it or not. Is that right? 

Mr. ScuussEtr. Yes, sir. 

Mr. Reece. Mr. Chairman, I would not want to ask Mr. Dunbar 
to run any risk of any of these checks getting lost as to his dealings 
with the Bureau of Internal Revenue. 

Mr. Founrarn. I think we can assure him we will return them to 
him, and far that reason we requested and listed in our letter the num- 
ber of items which we wanted him to bring before the committee, and 
we told him to bring them and we would try to return them as soon 
as we could. 

Mr. Ruvewy. Mr. Chairman, may the record show that the checks 
in question have been submitted in tender for examination with the 
request that photostatic copies be substituted for the originals, and 
we would like permission further to withdraw the or iginals and offer 
photostatic copies inasmuch as these are valuable exhibits which must 
be submitted to the State’s attorney of Cook County, who has a repre- 
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sentative present at this hearing. And on that basis we would like to 
keep the original records and submit the photostatic copies. 

Mr. Fountarn. What is the pleasure of the committee in respect 
to that ? 

Mr. VotosuHen. Mr. Chairman, as counsel for Mr. Dunbar, I cer- 
tainly, in all due respect to this committee, am not willing to turn 
loose of these documents, checks, and so forth, and leave them in some- 
body else’s hands. If we can have photostatic copies made of them 
and submit them, fine. But I do not believe any member of this com- 
mittee would want to run the risk of losing papers like that, and I 
am not going to advise my client to do it either. 

Mr. Horrman. I certainly would not do it. 

Mr. Reuss. The attorney is at liberty to advise his client as he 
pleases about these checks, but we can subpena them, if the counsel 
wants to put us to that trouble, very properly and promptly. 

Mr. Horrman. Would not the photostatic copies of these checks 
serve the purpose? They have stated that they are willing to turn 
them over, but, of course, I assume that before they turn them over, 
a list will be made which would identify each document. But I cer- 
tainly, if I were attorney for a client here, I would not turn those 
papers over without a receipt identifying each document, just what 
it is. If they want to do it, I think that is fine, but in view of the 
attitude of the gentlemen of the GAO who made the audit, if I were 
the attorney in this, and asked to produce these papers, I would just 
claim the fifth amendment like so many do and I would continue that 
attitude until I was treated fairly—not on the assumption that I was 
a criminal, and had to demonstrate my innocence. 

Mr. Fountarn. I think it it is perfectly justifiable to have some 
receipt to indicate just exactly what is delivered to the committee. 
We could read each item into the record which would show their 
identification. Or, if it is satisfactory, to the committee, we can let 
them make photostatic copies and get them to us. 

Mr. Knox. Mr. Chairman, I feel that the counsel for Mr. Dunbar 
has made a fair and just request. I, therefore, request that this com- 
mittee give the right to Mr. Dunbar to have the checks photostated 
at his own expense and photostatic copies be presented to this com- 
mittee. 

Mr. Fountratn. Well, Mr. Knox, before we pass on that, I have 
just stated to Mr. Schussele, that we could keep these checks here dur- 
ing the remainder of this hearing, or we could issue a subpena for 
either the checks or the vouchers or photostats depending on what the 
committee wants to do, to be delivered to the committee sometime next 
week or later. 

Mr. Horrman. I object to that unless they have been given a receipt 
of identification made out to them. 

Mr. Founrarn. Well, we are going to return them to you before 
you leave there, but we are going to use them. However, I wrote you 
a letter in which I identified the items I wanted you to bring here. 
_Mr. Rerce. Mr. Chairman, there appear to be some items on the 
list which are missing. 

Mr. Scuussexe. Sir, he asked for all expenditures for advertising 
and promotion for 29 months over $50, and there are considerable 
vouchers filed by months, and it is possible that we do not have all of 
them; the specific items are here, but he made a blanket request for 
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over $50 for advertising, promotion, and traveling and enterainment 
over a period of some 29 months. 

Mr. enasaians No; Mr. Schussele, you are wrong. We asked for 
all expenditures in excess of $50 for hSvertiches and promotion from 
July 1954 to date. 

Mr. Rouvewu. Mr. Chairman, in view of our offer and our tender of 
the exhibits that are in possession of the committee at this moment 
and our desire to cooperate fully, as we have since the inception of 
this hearing, I don’t see the necessity of a subpena. However, I am 
not trying to mastermind the chairman in that regard. 

Mr. Fountain. I am sure you would not do that nor will anyone 
else. 

Mr. Ruvett. I am only trying to avoid what apparently seems to 
be confusion and trying to facilitate this hearing. Now I may sub- 
mit, as I have sapgeated and as a motion, as I dnderstand it, has been 
made by Mr. Knox to present to the committee in accordance with its 
request photostatic copies of all vouchers in accordance with its 
written communication, and we would like to comply with that sug- 
gestion as qiuckly as possible. 

Mr. Fountarn. As far as I can see, the only thing the committee 
is interested in is getting the records, having an opportunity to observe 
them and to study them, and as long as they are accurate photostatic 
copies of the originals it does not matter to me. I simply wanted to 
be sure that we had an opportunity to observe them, and we did not 
want to hold you all here for 3 or 4 days until we could. Mr. Dunbar 
said at the opening of this hearing that he had no objection to turning 
these records over to us temporarily so that we might photostat such 
records as we wanted, and that is the reason we have not gone into far 
more detailed examination in respect to all of these items. 

Mr. Knox. Outside of the fact that possibly we may want to submit 
some of these records for our record, I felt that if we had the photo- 
static copies of the records and the checks, we could then have them 
available for the record for which we would want to use them. I have 
confidence in the photostatic copies. Therefore I believe they would 
serve that purpose, as far as the committee is concerned. 

Mr. Fountain. As I understand it, you are unable to find the J. T. 
Giblin check, Mr. Dunbar ? 

Mr. Dunpar. My auditor tells me that it is not in the group that 
he brought. 

Mr. Fountrarn. Do you know what it is for? 

Mr. Dunwar. Not at the moment; I do not, sir. 

Mr. Founrarn. Could it have been for political advertising ? 

Mr. Dunpar. No, sir. 

Mr. Fountain. You are positive about that? 

Mr. Dunsar. Pretty positive about that, sir. 

Mr. Fountarn. Will you make an effort to locate that check for us 
when you return home, if you don’t have it, sir? 

Mr. Dunpar. Yes, sir. 

I didn’t sign all the checks, and I wouldn’t know what that check was. 
But we will make every effort to find every check that you request. 

Mr. Fountain. It seems to me that you have your organization right. 
here, and it seems to me that you ought to have the information for us. 

Mr. Reuss. Mr. Chairman, I notice that the witness is constantly 
being prompted by the gentlemen setting at the left and right, and we 
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ought to get the testimony of the witness himself. While his attorney, 
of ¢ course, has a right to consult and advise him, I want to suggest 
that he ought to answer the questions put to him. 

Mr. Ruvevit. Mr. Chairman, I resent the implication. I have not 
prompted the witness. I have not made any statements to him to 
answer any questions, and I have respected the chairman’s suggestion 
at the opening of this hearing. I say to you very candidly that it isa 
reflection of my integrity, and I resent it very seriously. 

Mr. Reuss. W ell, it looked like you and the gentlemen to his right 
helped him form the composition of the answer to the last question. 
We will have to take your explanation. But it looks to me very much 
that you are helping the witness formulate his answers. 

Mr. Ruvett. There was no question pending when I was talking 
w my client. 

Mr. Fountain. In order to avoid the possibility of misunderstand- 
ing on the part of witnesses, when a question of this kind is directed 
to a witness he has a right to confer, and the counsel has a right to 
object to certain questions when he receives the recognition of the 
chairman to make such objections, or if you have a statement. 

Mr. Reece. Mr. Chairman, I have been sitting on these committees 
for some thirty-odd years, and in the whole course of my experience 
it has been customary for the representatives of governmental depart- 
ments to have aids who sit beside them and counsel them during the 
course of their testimony. Likewise, it has been customary for the 
witnesses from the outside to have technical experts and attorneys 
to sit beside them and counsel them. I am at a loss to understand 
why there should have been any objection to this accountant and the 
attorney counseling Mr. Dunbar, whether it is in low tone or whether 
it is in overtones. I just do not understand it. For that matter, 
Mr. Dunbar accepts the responsibility for saying whatever he says. 

Mr. Founrarn. That is true. 

Mr. Reece. I do not see the difference whether the advice is given 
cutside the room or inside the room. 

Mr. Fountain. I made the suggestion this morning, Mr. Reece, 
primarily to counsel, if they had questions or suggestions, to seek the 
recognition of the Chair. Of course, it is up to me to do whatever 
the committee wants to do. 

Mr. Reece. Well, it is not unusual to receive advice. 

Mr. Founrarn. Well, I agree with you on that. He is entitled to 
advise with his counsel, but I think it is the manner in which it is 
done which sometimes gives an erroneous impression. 

Mercury Studio, I notice, on page 30, schedule A-9, $67. You may 
not know what that particular item was, but what kind of service 
would you get from Mercury Studio? 

Mr. Dunzgar. Mercury Studio takes pictures of our erection con- 
struction jobs and also of our exhibits, of which we brought some 
exhibits down. 

Mr. Reuss. Mr. Chairman, I noticed again the accountant sitting 
on Mr. Dunbar’s right whispered to him what seemed to be a sug- 
gestion as to the answer he should give to that question. Now, I think 
that it is much more proper and useful if Mr. Dunbar does not know 
the answer to the question to acknowledge that he does not know the 
answer. Let him answer whether he knows or not, rather than base 
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his answer on what somebody else is just telling him. I just think 
that is fair to him as well as to the committee. 

Mr. Fountain. I suggested that yesterday. Of course, he does not 
know all of the answers, and he is responsible for what he testifies to. 
That is his responsibility. 

Mr. Scuussetz. Mr. Chairman, I, of course, have been trying to help 
Mr. Dunbar give his testimony, and, as I explained to you before, the 
company writes some hundred or more checks each month. I know 
from my own knowledge because I am more acquainted with the books. 
I have been in it a thousand times more than Mr. Dunbar. He 
wouldn’t even known about the ledger. 

Mr. Founrarn. I do think if we asked for some specific figure he 
should have an opportunity to confer with you, but on most of these 
things he should have a general idea of what is going on. Now, as I 
stated earlier, I would like to find out what he does know. 

In November 1954, Mr. Dunbar, I notice a payment of $222.16 to 
WMAY radio station. What service were you getting from the radio 
station ? 

Mr. Dunpar. They gave a football score program, and they sold it to 
one of our boys in the office. 

Mr. Fountain. You sponsored that program ? 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. What about WICS? I notice a payment to them of 
some $200 in October of 1954. 

Mr. Dunsar. On Monday evening we would sponsor with another 
company a program called Football Roundup. 

Mr. Founratn. And in December 1954 I notice a $500 payment to 
WICS. 

Mr. Dunpar. That isa television station. That was a program that 
the boys in our office bought for advertising for heavy hauling in our 
other business. We did not turn heavy hauling down; we took care of 
every bit that we had equipment for. 

Mr. Fountarn. Yes. How many of your employees did you have 
who were engaged both in your food distribution program and in your 
other trucking business ? 

Mr. Dunrar. I don’t quite get the question. 

Mr. Founrarn. Did all of your employees participate in rendering 
a service in behalf of Dunbar & Co. in the food distribution contract 
and also the other trucking service ? 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. Did you have any employees who worked for Dun- 
bar Building Co. and also put a part of their time with Dunbar & Co. ? 

Mr. Dunpar. No, sir. 

Mr. Fountarn. Or were they in an individual capacity ? 

Mr. Dunpar. Yes, sir. 

Mr. Fountatn. You did have some employees who worked for Dun- 
bar Building Co. ? 

Mr. Dunpar. We had no employees working for Dunbar Build- 
ing Co. 

Mr. Naventon. Mr. Dunbar, you have had a number of legal docu- 
ments drawn for yourself during the course of this contract. Who 
advised you on the legal aspects of the contract of June 1952? 

Mr. Dunpar. I didn’t have one. 
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Mr. Naveuton. There was no lawyer there? 
lawyer ? 
Mr. Dounpar. Well, the Department of Agriculture was there and 
it looked like they said no need for any lawyer. It was that simple. 
Mr. Navenron. Do you customarily sign contracts without any 
lawyers? 

Mr. Horrman. What difference does it make ? 

Mr. Fountain. Well, I think he has a right to ask the witness that 
question. 

He can answer the best way he can. It may not be too significant, 
but it may pertain to distantly related aspects of it. 

Mr. Dunpar. Well, on certain contracts we have attorneys advise 
us and on certain contracts we don’t. 

Mr. Naveuton. In 1953 you signed a partnership agreement with 
Joe A. Dunbar. Who advised you as to the legal aspects of that 
agreement ? 

“Mr. Dunsar. Well 

Mr. NauGuTon (interposing). You did not—— 

Mr. ScuusseLLE (interposing). Mr. Chairman, I submit that the 
witness has not had a chance to answer. 

Mr. Navueuron. All right. Now, in January 1954, you signed a 
joint agreement with Joe A. Dunbar. Was it on the same basis as 
the first joint venture ? 

Mr. VotosuEn. Mr. Chairman, I have been very patiently listening 
to this, but it has reached a field as not to be either germane or rela- 
tive to the information that you have confronting this committee 
hearing. 

Mr. Fountarn. Well I think counsel is laying the groundwork for 
some other questions, Mr. Voloshen. 

Mr. Naveuton. In July 1954, you formed two different corpora- 
tions, Dunbar & Co. and the Dunbar Building Corp. What legal firm 
drew up the papers for those corporations ¢ 

Mr. Dunpar. Wood & Wood. 

Mr. Naveuron. Is that Wood, Chapman, Howell & Wood? 

Mr. Dunzar. Yes, sir. 

Mr. Naucuton. Now we have information indicating that legal 
fees were paid to various firms. Did you ever pay any legal fees to 
Wood, Chapman, How ell & Wood? 

Mr. Dunrar. Yes, sir. 

Mr. Naucuron. Where are they in the books? 

Mr. Dunpar. If you will allow me to confer with Mr. Schusselle— 
ig after them to get a bill. They were very slow in sending a 

Vi 

Mr. Scuussetix. As I recall the bill came in sometime in the last 
week of March. ‘There were 2 bills, 1 to Dunbar & Co. and 1 to Dun- 
bar Building Co., and I have forgotten the amount, somewhere in 
the neighborhood of $125 to $150 each, and they were submitted i in the 

last of March or early in April, possibly, this year. To my recollec- 
tion those were the only ones we really paid. 

Mr. Reece. Mr. Chairman, not with the intention of being dis- 
courteous in any way to the counsel, but what I have to say goes back 
to some of the questions that were asked yesterday by the counsel, 
and I think that gives rise to the basis for the way these questions are 
raised or propounded, to indicate that the purpose might be, as in a 


Did you have any 
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criminal proceeding, to entrap the witness and get him to say some- 
thing that might be contradicted by something the questioner has in 
hand, whereas this proceeding, as I understand it, is simply to get in- 
formation. In the last question that has|been propounded all the 
information could be obtained by asking him whom he consulted 
with on various contracts. That is, I have got the impression that 
the purpose of the preliminary questions were to get the witness to 
give some responses that would be more or less contradictory for the 
purpose of contradicting the testimony. I do not like the commit- 
tee to get into that position; what we are simply trying to do is get 
the information. I think that is a thing we ough to be cautious 
about, and I do not think it shows the witnesses or counsel or ac- 
countant the consideration that they ought to have in the proceed- 
ing that kind of questioning. 

Mr. Fountain. Well I think some of these questions of counsel 
could be eliminated, but I think Mr. Dunbar could just answer them 
as best he can. 

Mr. Ruvetzt. Mr. Chairman, in line with Congressman Reece’s state- 
ment, which he just made, I would like to make this statement for 
the record, that there is present in this room a man by the name of 
Goldsteine who is a representative of the State attorney of Cook Coun- 
ty, Ill. There is a State’s attorney witness here as an observer writing 
memorandums which we have seen submitted to Mr. Naughton, counsel 
for the committee, to examine the witness here. I say to you that you 
are eminently fair in your examination of the witness and I say to 
you further that it is not fair to have the State’s attorney of Cook 
County, who has some ulterior motive to derive any information in 
such manner to use as a tool for his own purposes. 

Mr. Fountain. However, this is a congressional investigating com- 
mittee, and it and its counsel are justified in getting information 
from any source we can. 

Mr. Reece. Mr. Ruvell stated that the counsel has been eminently 
fair in the questions he had asked. On the other hand, the committee 
does have a responsibility for not letting somebody who might have 
some other purpose than that of this committee to serve to use the 
committee to accomplish that outside purpose. 

Mr. Founrarn. Well I quite agree with that, but it is important 
that we as members of the committee scrutinize any information we 
can ge’. 

Mr. Murray. Mr. Chairman, there is no investigator of the State’s 
attorney’s office of Cook County here. There is an attorney from the 
State’s attorney’s office, Mr. Goldstein, who originally had this inquiry 
and perceived it to be a Federal matter. He has some information 
and he is here personally to help the committee and then also to ob- 
serve any matters which were developed at the committee hearing 
which would be of interest to the State’s attorney in his duties, not 
only as the prosecuting official of Cook County but also in his duties as 
attorney to the county court. Now that is the reason he is here and I 
don’t think it is germane to the subject. 

Mr. Horrman. Mr. Chairman, as I understand it the jurisdiction 
for the present inquiry of this subcommittee rests upon its authority 
to ascertain whether Federal funds have been properly used or 


whether new Federal legislation is needed in connection with the 
school food distribution program. 
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Now, of course, there are other matters that are rendered relevant, 
but I object, as do other members of the committee on the minority 
side, I understand Mr. Reece did, to the committee being used for any 
other than that purpose. 

The facts are that there was an election coming up in Chicago in 
which certain individuals and organizations became involved. One 
who took an active part was an attorney. After the Chicago investi- 
gations were started, this matter came up, I mean this matter of Dun- 
bar, charges were then made in the papers. Then a Congressman 
from Illinois gave publicity in the Congressional Record, inserting 
newspaper articles and charges. ‘These hearings continued. Then 
the State’s attorney in Chicago, Cook County, sent a representative 
down to Springfield and these charges were amplified and adverse pub- 
licity was given to the original press release of the chairman, unfavor- 
able publicity as far as the company was concerned. 

The Dunbar people, as I take the statement of the counsel, and I 
have no reason to assume it is not accurate, are perfectly willing to 
spread all of their records before any investigative body, whether it 
be this committee, the grand jury, or the State’s attorney, and they 
have also followed that course in their dealings with the representa- 
tives of the GAO, which is charged with the duty of reporting to 
Congress and not to an executive department. This hearing grew out 
of a report made by the Agriculture Department, and this investiga- 
tion has developed into an investigation of an election held down there, 
and this whole thing seems to be a part of an attempt to influence that 
election. 

Mr. Fountatn. As far as I am concerned it did not influence any 
election. 

Mr. Horrman. I am not making that charge, but I am saying the 
net result of that has been to inject this situation into 2 elections, 1 
in Chicago and 1 down there. 

Mr. Murray. Mr. Chairman, I would like to make a statement to 
clarify the record. The implication has been made that the reason 
for this hearing is for political purposes. I would like to call atten- 
tion, Mr. Hoffman, to the fact that this matter arose last November 
when there was no election or anything to do with electioneering, 
concerning the reports that the charges to various schools in the Chi- 
cago area and other areas were excessive as far as this school-lunch 
program goes. When I came to Washington I asked the Department 
of Agriculture to make their survey available to me so that I could 
clear up once and for all whether or not these charges were excessive 
and I was unable to get the audit. The only alternative we had 
was to refer it to a committee, and as far as the committee implica- 
tions are concerned the only thing that I can see is a fear, if you will, 
of the other side of the table of some political implications as far as 
they are concerned. There are no political implications as far as I am 
concerned. That has nothing to do with it. It is whether or not the 
schoolchildren are being fed. 

Mr. Fountain. I would like to say this, gentlemen, that in order 
to make it possible for Mr. Dunbar and Mr. Schussele and others to 
catch a 2: 30 p. m. plane, if we can get along we have quite a number 
of questions which might throw light on these matters which we might 
put forward at this time. 
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Mr. Knox. Mr. Chairman, our colleague, Mr. Murray, has made 
some statements relative to the distribution of food to the city of 
Chicago. I have been informed that one Mr. Frank Washam is head 
of the food-distribution program in Chicago and he is also president 
of the board of education of the city of Chicago. 

Mr. Murray. I think that that is right. I do not know exactly 
what his status is at present, but it is my understanding that he is in 
charge of this program for the board of education; that is, he has 
nothing to do with being president or superintendent of the board. 
He is merely an employee of the board in the city of Chicago. 

Mr. Horrman. He has charge of food distribution, has he? — 

Mr. Murray. He has charge of the food distribution in this pro- 
gram; that is right. 

Mr. Kwox. Inasmuch as Mr. Washam has charge of the food-dis- 
tribution program of the city of Chicago, should it not be necessary to 
invite him up to Washington or to subpena him to testify before the 
subcommittee ¢ 

Mr. Horrman. He is a man who ought to know. 

Mr. Fountain. I think that is a matter which the subcommittee 
can take up after we have given these gentlemen an opportunity to 
be heard. 

Mr. Horrman. You can record my vote right now asking him to be 
subpenaed. 

Mr. Kwox. Mr. Chairman, this request that Mr. Washam appear 
before this committee has been brought about through the statements 
of Mr. Murray. Mr. Murray said that schoolchildren in the city of 
Chicago were paying excessive costs for their school-lunch program. 

Mr. Murray. I would like to correct that. I did not say that, but 
that allegations had been made to that effect and the only way they 
could be substantiated or refuted was by making an audit available. 
When they made their survey, it substantiated the charges, in my opin- 
ion, although the survey did indicate that it was made on a spot-check 
basis. So, with the results of the spot check, it seemed to me that the 
committee—I do not know what the reason was that motivated the 
committee—but I assume that the audit and spot check were accurate. 

Mr. Knox. Well, Mr. Chairman, it seems to me Mr. Washam’s testi- 
mony would be very important for this committee, and I am willing to 
delay my question of the termination. However, I shall renew it if it 
is your request that we delay it. 

Mr. Founrarn. Well, in the interest of getting the committee the 
testimony of our present witnesses, we will take it up later. After all 
we still have some other witnesses to come and maybe some other 
departments before this thing will be closed. 

Mr. Horrman. Will we need the auditors from the GAO today ? 
I suggest that they be excused unless they want to stay because we have 
to pay them, too, as well as our own salaries. In the interest of econ- 
omy, unless they want to stay, let them go. 

Mr. Murray. May I make a suggestion to the committee. In addi- 
tion to all the other witnesses I would like to suggest that the committee 
obtain from other States the cost of distribution of food under the 
school lunch program. I think that information might be most 
revealing as to the ultimate determination of this question. 

Mr. Founratn. Mr. Murray, we are going to check into those things 
when we can as time permits. As far as I am concerned I expect this 
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committee to form its conclusions on the basis of the facts which we are 
able to obtain, and, so far as I am concerned, I say again my decision 
and my conclusions are going to be as absolutely fair as they can be. I 
have no ulterior motives, no bones to pick, and regardless of what may 
have been said before, regardless of what the agricultural survey may 
have revealed, I think the report of this committee is important. 

Mr. Reece. Mr. Chairman, I think the chairman is right in the state- 
ment that he made. What occurred to me is rather unique in the 

approach, however. Mr. Washam, as an employee, is connected in 
some way with the board of education and is responsible for a huge 
distribution of food. He is connected with the State, with Mr. Nickell, 
with the State superintendent of public instruction and is actually act- 
ing in consultation with the Department of Agriculture. 

Mr. Murray. I would like to correct one statement, sir. The person 
solely responsible under Illinois statute for distribution of this public 
food is the superintendent of public instruction. That is by statute of 
the State of Illinois. Cook County or any other county has nothing to 
do with it in the State. 

Mr. Reece. That is right. And the present head of public in- 
struction authority responsible for the distribution of food made a 
contract with an organization, Dunbar & Co., for the distribution of 
food, and so far as I can observe no one questions the legality of the 
contract. Some question has arisen that the contract may have been a 
little too favorable to Dunbar & Co., but this inquiry seems to be going 
more directly about the manner in which Dunbar & Co. have operated 
their business, and not as to the responsibility of those who were 
responsible for the distribution of the school lunch program and how 
they came to the basis on which they made a legal contract with Dunbar 
& Co. That is the aspect of it, my premise, for sitting here just as a 
member of the subcommittee initially to study it. 

Mr. Fountrarn. Mr. Reece, of course, it is always a matter of timing. 
You cannot always get things developed in the chronological order 
in which you like. These gentlemen were given an opportunity to 
come here this week. Frankly, it was my personal desire to post- 
pone it for another week to see what we hear from other witnesses. 
Even now I think we have got some lines on the Agriculture De- 
partment which we will continue to pursue—whether or not the Agri- 
culture Department should exercise closer supervision and other 
things we have gone into. This inquiry is designed to be helpful in 
the future in enabling us to make recommendations to the Depart- 
ment and, if necessary, to the State. 

Mr. Naveuton. Mr. Dunbar, I believe you stated that Wood, Chap- 
man, Howell & Wood had drawn up the incorporation papers for 
the corporation you formed in July 1954. Did Wood, Chapman, 
Howell & Wood perform any other legal services for you? 

Mr. Dunsar. No, sir. 

Mr. Fountarn. Did they file your application for a permit as a 
contract carrier ? 

Mr. Dunsar. Yes; they did, sir. 

Mr. Fountarn. Then they did perform other service for you? 

Mr. Dunsar. That isthe only time; I am sure. 

Mr. Ruvexy. If I may say so, Mr. Naughton, I think Mr. Wood 
came to the hearing of the Illinois Commerce Commission as a wit- 
ness for the corporation to testify that we transferred our authority 
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from an individual to a corporation and he appeared as a witness 
that we draw up the corporation. 

Mr. Naueutron. Were Wood, Chapman, Howell & Wood paid for 
their services in the application for this permit ? 

Mr. Dunpar. Yes, sir. 

Mr. Naveuton. Where does that show on the books ? 

Mr. Dunzar. Oh, they just sent a bill. 

Mr. Naveuton. In 0 words, the vouchers we have received 
cover everything up to the present time ? 

Mr. Dunpar. “Yes, sir. 

Mr. Naventon. Now in the General Accounting Office report there 
is a figure of about $125,000 paid by you to stora age companies. In 
addition to that, did you have any warehousing of commodities in 
your facilities in Springfield ¢ 

Mr. oe Yes, sir. 

Mr. Naveuton. Did you consider your building at Springfield 
in the nature of a warehouse or more in the nature of a Wading point 
or a shipment point with goods just held temporarily if necessary / 

Mr. Dunpar. For both. 

Mr. Navewron. You did carry out some actual warehousing ? 

Mr. Dunpar. Yes, sir. 

Mr. Navewton, What was the usual period for which commodities 
remained in your warehouse ¢ 

Mr. Dunpar. What was the usual period ? 

Mr. Naueuron. Yes. When you had commodities there, did you 
usually keep them for a month or perhaps longer ? 

Mr. Dunpar. On certain commodities we had them there for 
to 5 months. 

Mr. Naveuron. In figuring your unit rates for distributing com- 
modities, did you include as one of the factors the value of storage 
furnished in your warehouse ¢ 

Mr. Dunpar. I don’t understand that question. 

Mr. Naveuron. In other words, the warehousing you furnished 
was a part of the unit rates? That was included ? 

Mr. Dunsar. Yes, sir. 

Mr. Naveuron. Mr. Dunbar, let me read from paragraph 119, sec- 
tion 1, of the Illinois Personal Property Warehouse Act, 1935, which 
paragraph reads as follows: 

From and after the effective date of this Act no person shall operate a ware- 
house or engage in the business of storing personal property for a compensation, 
or hold himself out as being in the storage or warehouse business, or as offering 
storage or warehouse facilities, or advertise for, solicit, or accept personal prop- 
erty for storage, without a license issued by the Illinois Commerce Commission. 

Mr. Dunbar, do you have a warehouse license ? 

Mr. Horrman. Mr. Chairman, how in the world has an answer to 
that question anything to do with any excessive profits which were 
made in delivery of these food products? I think it is irrelevant. 

Mr. Founrarn. Mr. Hoffman, I think it is relevant as to whether 
or not he is operating a warehouse. 

Mr. Horrman. He operates a business, doesn’t he? To prove that 
he is operating without a license, is that your object? It seems to me 
Mr. Naughton has drummed up everything he can think of so that 
he might make some technical objection to it. W hy don’t you ask him 
if his trucks ever exceeded the speed limit ? 
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Mr. Knox. To either the counsel or Mr, Dunbar. Are you ac- 
quainted at the time with the Illinois State law? Is it necessary for 
you to operate a warehouse to get a commodities license in the State 4 
“ Mr. Ruvetx. Mr. Hoff is better equipped to answer that question 
than I because he has specialized in that particular field. 

Mr. Founratn. Will you let Mr. Dunbar answer the question first. 

Mr. Knox. I asked the question of Mr. Dunbar or counsel. 

Mr. Fountarn. I mean the question has not been answered that Mr. 
Naughton asked. 

Mr. Dunpar. If you please, Mr. Hoff could answer that because he 
has taken care of our certificates of public convenience and necessity in 
Illinois. 

Mr. NavGuron. Did you have a warehouse license? 

Mr. Reece. Well, Mr. Chairman, that is beside the point. Now 
I have great sympathy and affection for our counsel, including his 
beautiful red hair, but in accordance with the procedure discussed 
earlier when any question that was asked had a legal implication, it 
was suggested that the witness advise with counsel, and epecally in 
view of the fact whether it does or does not have a great deal of impli- 
cation on the cost of distributing food. I see no objection in advising 
with the counsel with respect to that. 

Mr. Fountaty. The only way, Mr. Reece, I can see in which it 
might be relevant is that it would enter into the relationship with 
the Federal Government and the State and the agent of the State, 
with the view of determining whether or not the Agriculture De- 
partment and the State took the necessary action to determine whether 
or not Mr. Dunbar had complied with the law, the rules and regula- 
tions, and was thoroughly able to carry out this contract. I think that 
is about the only way it would be relevant. 

Mr. Horrman. Mr. Chairman, if it tends to show a violation 
of internal revenue, I do not want to be placed in a position of trying 
to protect anybody on that or any other violation in which the Fed- 
eral Government is interested but the question is not relevant to this 
inquiry. 

Mr. Knox. Mr. Chairman, I withdraw the request from Mr. Dun- 
bar’s counsel, 

Mr. Naventon. Mr. Dunbar, do you have a warehouse license ? 

Mr. Horrman. I want my position made clear: That the question 
is Improper, that it is merely one of a line of questions which is an 
endeavor to discredit Mr. Dunbar before the public and to lay the 
foundation for some petty prosecution. 

Mr. Ruvety. We have with us today Mr. Hoff, the gentleman who 
wrote the law that Mr. Naughton is talking about. If you will be 
kind enough to let him explain he could clear that up quickly. 

Mr. Reece. I think he should. 

Mr. Fountain. Mr. Hoff, do you want to make an explanation? 

Mr. Horr. Mr. Chairman, and members of the committee, I have not 
‘ud anything voluntarily because the counsel seems to be insisting on 
Mr. Dunbar answering the questions, ard Mr. Dunbar was not per- 
mitted to have me answer for him. But, since you have requested me 
to make a statement or gave me an opportunity to, I did write that 
warehouse law in 1935 when I was assistant secretary of the Illinois 
Commerce Commission. The question did come up as to whether 
or not Mr. Dunbar was required to have a license under the ware- 
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housing of personal property in the State of Illinois, and it was my 
personal answer that it was not required under this circular to have 
a warehouse license and, therefore, I so advised him. That law pro- 
vides for a license if he were depending on the space in the warehouse 
and it was used for public warehousing. It was and still is my opin- 
ion that he does not need that license. However, personally I don’t see 
that that is relevant to the case as well as some of these other questions. 
I have patiently listened to a number of these things that I have felt 
are wholly irrelevant and not pertinent to this case. I know you are 
trying to get the facts and I assume that that is the purpose. 

Mr. Fountain. I, too, thought a lot of questions were irrelevant 
when I first came to the Congress, but it was very soon told that no one 
was being tried for anything, that the rules of evidence I had been 
accustomed to in the practice of law were only to be used as a guide. 
Mr. Hoffman has put into the record speeches made on the floor of 
the House of Representatives which have become a part of this record. 
So you can see how far afield many of these things can become. 

Mr. Horrman. I might add that official copies are admissible in 
all courts. 

Mr. Reece. If I might just revert there, Mr. Chairman, and I do 
this in all kindness because I have the highest respect for our counsel, 
I think we ought to be cautious in indicating that we are trying to 
entrap anybody. This is not a criminal procedure. The counsel 
knew that he did not have a license. It was easily ascertainable. 
It was a matter of public record whether he has a license or not. 
Counsel indicated that in the kind of operation he had it was not 
required that he have a license. It was relatively unimportant no 
matter how you look at it. I do not like the atmosphere to be created 
that we are trying to entrap anybody. 

Mr. Horr. The license that was issued was a regular license and 
they are required to be placed in the place of business of the licensee, 
and there is a public record on that. 

Mr. Founratn. If you had advised him it was necessary for him 
to get a license, it would not have been any trouble for him to get 
a license ? 

Mr. Horr. No, sir. 

Mr. Fountatn. Would it have been expensive? 

Mr. Horr. Well, it would have started from $50 on up depending 
on the space. 

Mr. Horrman. Why should he get a license if it was not required? 
He would have charged it to the school food distribution. 

Mr. Founrarn. Apparently he has no warehouse license. How- 
ever, no implication should come from that question or from the 
answer that he made any violations. 

Mr. Reece. The preliminary questions were framed in such a way 
as to indicate that he did not have a license, that there was a question 
about it, that he possibly was violating the Illinois State Commerce 
Commission Act, the provisions of which had been raised. Then 
the question was asked and it was suggested that his attorney make 
an explanation, presumably he did not have it, and gave the basis 
why he did not have it, instead of just leaving him to say that he 
did not have a license without any explanation. © 

Mr. Founrarn. Mr. Reece referred to me as chairman. I simply 
referred the question, and if he had said that he did not have a license 
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and did not have an explanation period, there would have been no 
implication. 

Mr. Naucuton. Let me state that I have made no attempt to de- 
termine whether or not a license is needed. My purpose in this line 
of questioning is to determine whether or not he was in the ware- 
housing business when he got the contract. Were you in the ware- 
housing business at the time of this contract ? 

Mr. Dunpgar. No, sir. If you please, we had a lot of space rented 
out to tenants and, if you may please, Mr, Chairman, I could explain 
a question that was asked yesterday on the moving of our building, 
not the building that burned down—that was a concrete and brick 
building and it just blew up and burned down in 12 minutes—and 
the wooden building 150 feet away, we took the office part of the 
terminal building, the warehouse building, and set it on the concrete 
foundation where the brick and stone building had set to take ad- 
vantage of the telephone wires, gas pipes, and so forth and so on. 
The office that was taken off the front and the warehouse that was 
moved did run into a lot of expense because it had to be sawed in two. 

Mr. Navueuton. I know about that. Did you want to make any 
further comment ? 

Mr. Dunsar. I had that one thing in mind I wanted to explain 
because it was a concrete-and-brick building that did burn down. It 
was a concrete building 60 feet wide and 175 feet long. So we moved 
the wooden building 150 feet to the south of it and turned it around 
where it would face the west instead of facing the north and we had to 
cut it in two. I think the building was 220 feet long and now it is 
three hundred-some-odd feet long. So it had to be put together by the 
carpenters. 

Mr. Naveuton. So you did not have any office space in the concrete 
block building that burned down ? 

Mr. Dunpar. Yes, sir. We had our office in there and we had the 
biggest part of that building rented out to a tenant. 

Mr. Navucuron. The office of the trucking establishment then was 
in the concrete block building at the time it burned down? 

Mr. Dunpar. Yes, sir. 

Mr. Naveuton. Now, Mr. Dunbar, on August 20, 1952, I believe 
you wrote a letter to Mr. Harold Wolfe, who was the State supervisor 
of commodities in Illinois, which reads as follows: 

DeaR Mr. Worre: In support of the unit price schedule for the State of Ili- 
nois, I would like to submit the following information. 

Mr. L. W. Hinton, county superintendent of schools of Sangamon County, at 
the request of myself and Mr. Ray Duncan, attended a meeting of several county 
superintendents in the southeastern part of the State and discussed the new 
method of handling commodities and the price schedule with them. Mr. Hinton 
reported that these county superintendents without exception were very much 
in favor of the new method of distribution and did not feel that the price 
schedule was excessive. 

Mr. Hinton also talked to numerous county superintendents of schools at a 
statewide meeting and reported that he did not receive any comments of 
dissatisfaction with the proposed program. 

I would also like to point out that the warehousing costs in the State of 
Illinois which include charges for processing in and out handling and monthly 
charges (a partial month is charged as a full month) is very high which fact 
can easily be verified by a study of such schedules. Another thing which must 


be considered in the unit cost is the fact that the warehouse location and points 
of delivery will in many cases necessitate interwarehouse transfers of many 
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commodities in order to insure a fair and equitable distribution throughout the 
State. In regard to warehousing policies, we must take into consideration a 
number of extra charges which will be incurred in the form of minimum 
charges on all small shipments. 

Another thing to be considered are the special licenses which will be pur- 
chased by the commercial outlet to enable delivery within the cities requiring 
such license. Extra expense will also be incurred to meet labor requirements in 
various cities under “closed city” law, which necessitate taking on local union 
men to unload regardless of the fact that our men are capable and qualified to 
do the job. 

The underlying philosophy of this program is to insure the schools of the 
State of Illinois a fair and equitable distribution of commodities at the lowest 
possible cost. I know that you realize that it is practically impossible to 
accurately determine the unit price schedule without a fair trial. Therefore, 
I suggest that the schedule which has been presented be given a fair trial of at 
least 90 days with the assurance if, at that time, it is determined that the 
price can be reduced it will be done. 

Sincerely, 
JAMES W. DUNBAR. 


Do you recall that, sir? 

Mr. Dunpar. Yes, sir. 

Mr. Navueuton. Now, did you know that letter was sent by Mr. 
Wolfe to Mr. Oscar Beyer as substantiation of the unit prices which 
were established ¢ 

Mr. Dunzar. I do not know whether we would have sent it or not * 
to him, but I have an idea we did because practically all correspondence 
we mailed to Mr. Nickell’s office was forwarded to Mr. Beyer’s office. 

Mr. Navucuron. So you relied on the investigation of Mr. Hinton 
and his statements to you in regard to the unit price schedule as a 
substantiation of the price schedule ? 

Mr. Dunwar. We heard of a meeting that was to be held in regard 
to this matter. My nephew, Joe Dunbar, went down there and he 
possibly wrote the letter but I signed it. But I knew of the letter. 

Mr. Navueuton. Mr. Hinton was formerly chief statistician in the 
oflice of Mr. Nickell; was he not ? 

Mr. Dunrzar. I knew he was employed by Mr. Nickell. I don’t 
know what his job was. 

Mr. Naueuron. And he is the present superintendent of schools, 
Sangamon County, Ill. ? 

Mr. Dunpar. Yes, sir. 

Mr. Navcuron. There is a Florence Hinton on the payroll of Dun- 
bar & Co. ? 

Mr. Dunpar. That is right. 

Mr. Naveuton. That is Mrs. Hinton? 

Mr. Dunsar. Yes, sir. 

Mr. Naveutron. Would it be his wife? 

Mr. Dunsar. Yes, sir. 

Mr. Naveuton. What services did she perform ? 

Mr. Dunpar. Well, as I mentioned before, we were always racing 
against time on getting our requisitions typed. We had to have them 
to know what commodities were to be shipped, so we were always 
racing against time and we had to hire a lot of extra typing. A lot 
of times we took the requisitions by their house and they would type 
them there. 

Mr. Naucuton. Were they extra? 

Mr. Dunpar. Yes, sir; maybe 5 or 10 days out of a month, not on 
a regular basis—not to report every day. 

Mr. Naventon. And do you recall what salary she was paid? 
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Mr. Dunszar. I think it was in the neighborhood of $125 or $150. 

Mr. Naveuton. Per month? 

Mr. Dunzar. Per month, sir. We had to send the same amount of 
requisitions every month whenever we had 40,000 pounds or whether 
we had 500,000 or 1 million pounds. 

Mr. Naventon. Now, the GAO information that was submitted to 
us indicates that Mrs. Hinton was on the payroll in September 1953 
and also in November 1954. Was she employed continuously during 
that time? i 

Mr. Dunsar. Yes, sir; we wanted typing done, yes. She pee 
most of these in her home. The messenger would drop them off and 
they were typed up. All these requisitions had to be typed in time 
to send them up. We would have to have these requisitions to de- 
termine deliveries. We would make up our delivery schedule and 
there was more typing to be done. 

Mr. Naueuton. When was Mrs. Hinton first employed ? 

Mr. Dunsar. Whatever date shows. I don’t have the date. 

Mr. Nauenron. Was it before you got the contract or would it be 
shortly after you got the contract ? 

Mr. Dunpar. Well it was is September 1953. It was probably start- 
ing the school year if the record aie that. I cannot recall the exact 
date. 

Mr. Naveuton. You couldn’t recall whether she was employed in 
1952? 

Mr. Scuussete. Mr. Chairman, the counsel is quite familiar with 
the location of Mr. Dunbar’s business, and he knows that the only way 
he could get out there to his business was by a taxi. There is no con- 
venient bus service from all parts of town out there. Mr. Dunbar 
advertised for help a number of times because there is a lot of statis- 
tical work and typing and it is difficult getting and keeping employees. 
In fact his sister went out there and she refused the job because of 
its inaccessibility. It was a hard place to get to. In fact, in order to 
get and keep his employees he at to transport them back and forth. 
So this sort of thing was a help to him. 1 just want to make that 
point clear. 

Mr. Fountain. I think this supplemental service is oftentimes 
done in homes. 

Mr. Horrman. Mr. Chairman, may I inquire as to whether there 
is any claim that Mrs. Hinton was wrongly employed or that her 
employees in September 1953 tended in any way to influence the 
making of the contract prior to that time? 

Mr. Fountain. I do not know; it is a part of the total picture. 

Mr. Horrman. I wondered how the employment of the wife of an 
official of the public schools in a county when he had no authority 
over the contract could help us in deciding whether too much was 
charged to students in Chicago or elsewhere for their lunches. 

Mr. Founrarn. The only way, it might possibly show interest, 
Mr. Horrman. I think he did recommend the unit contract, but I am 
inclined to think it is not too significant. 

Mr. Knox. How many counties are there in the State of Illinois? 

Mr. Dunpar. One hundred and two. . 

Mr. Knox. Who employed the wife of a superintendent of one 
county on your staff for this special work of getting out the forms 
for different schools throughout the county ? 
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Mr. Dunsar. There were close to 2,500 forms we used to type 
up every month plus the manifest. 

Mr. Knox. I wondered if there was any interest being brought to 
bear because of the fact that you had 1 personal employee who repre- 
sented 1 county and you had 102 counties? That is the reason I asked 
the question. 

Mr. Dunpar. I may add that we once did give a contract to a county 
superintendent of schools and we gave him the hauling for 1 particular 
month, and found out that he didn’t have adequate equipment to 
handle it and we did not give it to him any time after that. 

Mr. Horrman. May I ask, Mr. Chairman, if counsel thinks this 
issue is pertinent to pursue further and ascertain what sums were paid 
this lady and what are the usual salaries and usual sums? 

Mr. Naveutron. Now, Mr. Dunbar, you made reference in this 
letter: 

Extra expense will be incurred to meet labor requirements in various cities 
under closed-city law necessitating taking on union men from the local locals. 

Mr. Dunzar. There were certain areas, Mr. Naughton, where they 
did have closed cities and they would require what is called a “meat 
license” or an extra license, or if the union is in a closed town we 
would have to put certain people on with the trucks to deliver. 

Mr. Naventon. Did you have quite a bit of such expense over the 
course of this contract? 

Mr. Dunsar. I don’t recall what the expense was, sir. 

Mr. Naventon. It would be hard to make an estimate ? 

Mr. Scuvussete. I have no knowledge about that. 

Mr. Reece. Mr. Chairman, that is a situation that is encountered 
by truckers throughout the country. Of course, there is no ques- 
tion but that it does increase the cost of transportation. 

Mr. Ruvett. Mr. Chairman, may the record show that it is my 
observation that the reporter, because of his inability to hear prop- 
erly, seems to be having difficulty making an accurate record. 

Mr. Fountary. Well I am sure he is getting all he can hear. 

Mr. Navueutron. Mr. Dunbar, how would this closed-city expense 
be recorded in your books ¢ 

Mr. Dunsar. I assume Mr. Schussele could answer that. I just 
imagine it would be under licenses if it is for a license to run into a 
particular town. Take the town of Taylorville, Tl., 29 miles north- 
east of Springfield. One time there they told us that they would 
require us to have a license and we wrote back and forth and we 
carried on some back and forth correspondence, and finally they 
didn’t even bother to answer. 

Mr. Naueuton. Are these licenses that are required by local author- 
ities? 

Mr. Dunzwar. That would be licenses imposed by a particular city 
and by some unions. 

Mr. Horrman. Mr. Chairman, some of the cities and villages in 
Illinois have a vehicle tax and that is what Mr. Dunbar was referring 
to in the Taylorville situation and others likewise over the State. 

Mr. Naveuton. Were there any expenses then that were paid 
to unions for standby laborers on the trucks ? 

Mr. Dunszar. I don’t recall, Mr. Naughton. It would be pretty 
hard for me to say because it would be taken care of through the 
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superintendent and dispatcher. I know it was called to my attention 
3or4times. I know they ironed out something. 

Mr. Navenon. I see that it is mentioned in the letter as an ex- 
pense that has to be taken into consideration. 

Mr. Dunsar. I just couldn’t say, sir. 

Mr. Naventon. I notice in November 1954, this is on page 21 
of the GAO report, Juanita Reece is listed at a salary of $250. Was 
she a part-time employee also ? 

Mr. Dunpar. No, sir. 

Mr. Naventon. She was full-time / 

Mr. Dunsar. Yes, sir. 

Mr. Reece. A good employee, was she / 

Mr. Dunpar. Yes, sir. 

Mr. Naueuron. I note in the worksheets of the GAO men that 
on the payroll some office employees were paid twice monthly or every 
2 weeks and others were paid only once at the end of the month. Was 
there any reason for that difference ? 

Mr. Dunsar. Well some of them were paid once a week also. 

Mr. Naueuton. Those were drivers, weren’t they ¢ 

Mr. Dunsar. Yes. They were paid once a week or twice a month 
or however they wanted it. 

Mr. Naveutron. However, it was up to the individual and there 
was no other reason 4 

Mr. Dunsar. That is right. 

Mr. Navueuron. I thought perhaps the part-time employees might 
be paid monthly and the others every 2 weeks. 

Mr. Dunsar. No, sir; however they wanted it, sir. 

Mr. Naveuron. Now, Mr. Dunbar, if you will turn to page 20 of 
the GAO report. 

Mr. Knox. Mr. Chairman, before we proceed further, may I inquire 
as to the intent of the chairman in calling the meeting for this 
afternoon / 

Mr. Fountain. I am hoping, Mr. Knox, that we might be able to 
finish up here. 

Mr. Knox. I have an appointment at 12:30 o’clock. However, I 
could be back this afternoon. It is up to you. 

Mr. Fountain. I think probably we can finish up at this session. 

(Mr. Knox departed from the hearing room.) 

Mr. Fountain. Mr. Dunbar, you made some pretty sizable bonus 
payments to your employees, did you not ? 

Mr. Dunpar. Yes, sir. 

Mr. Fountarn. Turning to schedule A—1 on page 20 of the General 
Accounting Office report, I notice a $5,000 bonus for a man who is 
making $5,100 salary. That is quite a substantial bonus. I would 
like to know how you happened to pay that particular bonus ? 

Mr. Dunpar. After we started into this venture, these boys did not 
know what we were getting into either, and several of them were offered 
jobs at other places. For instance, Boblitt, who was a very valuable 
Inan, was offered a job with another company. He was a very good 
equipment man and he worked tiring hours. <A lot of times he was 
there from 6 o’clock in the morning until 10 o’clock in the night, and 
then he would come in at 4 o’clock in the morning. He was a very 
loyal man. He had a chance to take another job, and I had to pay 
him a bonus, I promised to pay him a bonus to keep him. 
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Mr. Fountarn. You did not tell him how much it would be? In 
other words, it was about a 100-percent bonus; was it not? Mr. 
Boblitt’s salary was $5,200 and the bonus was $5,000, just a little 
less than 100-percent bonus. Mr. Bradley, a dispatcher, had a salary 
of $4,000 plus in 1953 and received a bonus of $2,000, and in 1954 he 
had a salary of $5,064 plus and received a bonus of $3,500. 

Mr. Dunpar. Well, he was another man who put in a lot of time on 
the dispatchigg. He would come early and stay late, and he received 
a lot of calls where he would have to get up at night and get the boys 
straightened. 

Mr. Fountain. What was his job ? 

Mr. Dunpar. He was more or less dispatching all of the equipment 
out and the commodities also, and in charge of the equipment. 

Mr. Fountain. Well, of course, bonuses are usually paid as a result 
of profits of the company, and if you had not had a pretty good profit 
you would not have been in a position to pay the bonuses, would you ‘ 

Mr. Dunear. Yes, sir; that is right. 

Mr. Fountarn. Well, John L. Stuckey, in 1953 I notice he received 
$5,100 salary and you paid him a bonus of $2,000, and then in 1954 
you did not raise his salary, he was still getting the same salary, but 
you paid him a bonus of $5,000, 

Mr. Dunpar. Mr. Stuckey was employed previously by Interna- 
tional Harvester Co. whom he had been with for 16 or 17 years. | 
just could not go down to the State employment service and hire 
anybody. I had to more or less take somebody from another company. 

Mr. Founrary. There again you could not have paid that very 
large bonus if you did not make profits sufficient to do it. 

Bernard A. Sulski, Chicago office manager, who started in February 
1953, received a salary of $3,850 and a bonus of $2,000, in 1954 a salary 
of $4,700 and a bonus of $4,500; what was the situation there? 

Mr. Dunwar. Well he put in a lot of time also. He had a lot of 
territory to cover in and out of the office and running over to the 
different subcontractors and different places to see that everything 
was being properly taken care of. 

Mr. Founrarn. On page 31 of the GAO report I noticed that about 
$20,000 worth of bonus checks, mostly in $1,500 and $2,000 amounts 
were cashed at tellers’ windows instead of being deposited in banks, 
and that is quite a bit of money. ‘They just cashed the bonus checks 
instead of depositing them. 

Mr. Dunsar. I cannot answer that as to why they did it. 

Mr. Horrman. Do you mean where the men who received these 
bonus checks had accounts and where at the same bank they cashed 
your checks or where they did not have accounts ? 

Mr. Dunpar. [ cannot answer that. 

Mr. Founratyn. Well you would know whether these checks were 
as a result of the school-lunch program, either State or Federal ? 

Mr. Dunpar. No, sir; they did not know. 

Mr. Founratn. According to the GAO report, in 1953 there were 
+ checks in the sum of $2,000 each which were cashed at the teller’s 

window; in 1954 there were 2 checks in the sum of $500, 6 in the sum 
of $1,500, 2 in the sum of $2,000 each which were cashed at the teller’s 
window, or I might say the net of those checks after withholding tax 
was cashed at the teller’s window. IL was quoting the gross amount. 
Mr. Dunpar. Is that on page 31? 
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Mr. Founrarn. Yes, making a total in 1953 and 1954 net after with- 
holding tax of $16,014 cashed at the tellers’ window. 

Mr. ScuusseLe. Mr. Chairman, may I make some comment on that. 
This point was pointed out to us by the GAO auditors at the time 
they were there, and it is my understanding that they got their infor- 
mation by calling the banks and asking if the stamp was checked and 
had a teller’s number and, therefore, that they were cashed at tellers’ 
windows. Now, I cannot testify to this as a matter of fact, but it is 
iny understanding that if a check is taken in to the window and part 
of the money is taken in cash and part of it is deposited it is stamped 
in the same manner. 

Mr. Founratn. You have no way of knowing ? 

Mr. Scuussece. ‘The information you have in your report here is 
merely expressing what they heard on the telephone. ‘They called the 
bank and asked if they were stamped. 

Mr. Fountain. I was not there and I do not imagine you were 
there, and I am asking so that Mr. Dunbar may have an opportunity 
to explain it. 

Mr. ScuusseEe. I understand that. All of this money wasn’t taken 
in cash because there is a possibility that part of it was deposited at 
the time too. 

Mr. Founratn. Well I think we will have further inquiries about 
that. We will establish that fact one way or the other. 

Mr. Dunbar, I notice a check charged to individual drawings of 
Joe A. Dunbar, on March 9, 1954, net after withholding tax of $1,750, 
was reportedly cashed at the teller’s window, and one on May 7, 1954, 
in the sum of $1,000 also cashed at the teller’s window, and then one 
in the name of James W. Dunbar, Jr., on March 9, 1954, in the sum of 
3275 and one on May 7, 1954, in the sum of $500, making a total of 
*4,000 in checks cashed at the teller’s window. Do you know what 
these gentlemen would be cashing these rather substantial checks for? 

Mr. Dunpar. I do not know, sir. 

Mr. Founratn. Now I notice also payments on principal and in- 
terest on notes payable to officers. During the month of January 
1955 Joe A. Dunbar cashed at the teller’s window a check for $425 
and another check for $2,000, and James W. Dunbar, Jr., a check for 
8275 and a check for $1,500, making a total of $4,200 between the two 
which were cashed at tellers’ windows. Do I understand your answer 
is you do not know why # 

Mr. Dunpar. Yes, sir. 

Mr. Scuussete. Mr. Chairman, I think those checks were drawn at 
that time to pay income taxes due January 15. As to whether this 
specific money was used I could not tell, but I do know the money was 
used on the notes to pay income tax on the 15th of January. 

Mr. Navenron. Mr. Dunbar, yesterday we inquired about the pay- 
ment over the period of this contract of about $4,000 to Hotel Sherman 
in Chicago. I believe you testified that was expense when you had 
to go to Chicago ? 

Mr. Dunpar. Yes, myself or other members of the firm. 

Mr. Naventon. In addition to that, you paid about $2,400 to the 
Park Dearborn Hotel; is that correct ? 

Mr. Dunsar. That was for the previous time; was it not? 

Mr. Naveuton. I think the expenses at the Hotel Sherman covered 
the same time. 
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Mr. Dunwar. Yes. The Park Dearborn was pretty much the early 
part of 1954; was it? 

Mr. Naueuron. It extends over a 1-year period. 

Mr. Dunpar. We more or less got stuck with the lease there. We 
were going to get a permanent place to stay in Chaicago, and we went 
through with that and got stuck with a year’s lease and we had to live 
it out. We did use it. 

Mr. Naveauron. And sometimes you might have used both, the 
apartment and the Hotel Sherman ¢ 

Mr. Dunpar. Yes, sir. 

Mr. Nauecuron. In the fall of 1954, you spent approximately $900 
to the Quarterback Club? 

Mr. Dunpar. Yes, sir. 

Mr. Naueuton. What was that for? 

Mr. Dunpar. Football tickets. We have done that for the last 
10 or 12 years, sir. 

Mr. Naventron. That was for tickets extending over the whole 
season ¢ 

Did the tickets cost about $4? 

Mr. Dunpar. About $3.60. We had to order them in advance. 

Mr, Navenron. So that that would amount to perhaps 200 or 250 
tickets total ? 

Mr. Dunpar. Well, whatever the figure was. 

Mr. Navenron. It would be about $900 divided by $3.60? 

Mr. Dunnar. If that is the right division. 

Mr. Naveuron. Were the tickets divided equally over all of the 
games during the season ¢ 

Mr. Dunpar. Yes. You have to buy them for every game or you 
do not get very good seats. 

Mr. Naveuron. So you would have perhaps 40 or 50 tickets to 
each game ? 

Mr. Dunpar. Well not each game, but there would be more tick- 
ets—— 

Mr. Horrman (interposing). What difference does it make, Mr. 
Chairman? With all due respect, what difference does it make? 
What do we care how many tickets he got? I did not get any of them. 

Mr. Navauron. Who used those tickets; your customers? 

Mr. Dunpar. Customers, employees, various subcontractors, and 
road-building contractors, et cetera. 

Mr. Navewron. Were any of those tickets used by public officials 
other than yourself ¢ 

Mr. Dunpar. No, sir. 

Mr. Nauvenron. By Mr. Nickell? 

Mr. Dunpar. No, sir. I explained in my early testimony that he 
had passes to the University of Illinois football games, 

Mr. Navueuron. And Mr. Washam? 

Mr. Dunpar. No, sir. 

Mr. Navenron. In addition to the contract with Mr. Nickell, you 
also had a contract directly with the Department of Agriculture? 

Mr. Dunnar. No, sir. 

Mr. Horrman. Now. Mr. Chairman, we have been over that. The 
situation is clear or I am completely mistaken. The contract was 
between the State and Mr. Dunbar and he did not have anything 
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to do with the Federal Government. And, anyhow, how would it 
be relevant to this? 

Mr. Naucuron. I am speaking about the $43,000 in income that is 
reported for eee hauling for the Department of Agriculture. 

Mr. Dunpar. I explained that, Mr. Naughton, I think, to Mr. 
Knox or Mr. Reece. We were for-hire carriers. 

Mr. Naveuton. In other words that was not under a contract but 
as a common carrier ? 

Mr. Dunzar. As a contract carrier we submitted a rate to them. 

Mr. Founrarn. I think you submitted that to me yesterday after 
a question I asked. 

Mr. Naventon. It was as a contract carrier? 

Mr. Founratn. Is that true? You are also a common carrier? 

Mr. Dunpar. Yes, sir; both contract carrier and common carrier. 

Mr. Naventron. How did you happen to get this commission or 
contract to haul goods for the Department of Agric sulture ? 

Mr. Ruvewn. M: ay I object to that as not being remotely pertinent 
to this hearing, how did he get the contract ? 

Mr. Fountarn. As far as Mr. Dunbar is concerned it may not; 
as far as the Department of Agriculture and the Federal Government 
and how it meets its responsibilities and obligations, I think it is. 

Mr. Rovewu.. I withdraw my objection. 

Mr. Dunsar. It is my understanding that this separate work I 
did for the Department of Agriculture was under a different agency 
than the agency which shipped the commodities to me or shipped for 
distribution of surplus commodities. I don’t believe they are in the 
sume building or even in the same town. 

Mr. Horrman. Mr. Chairman, are we trying to show that he bribed 
-ome official of another department of the Governmnt to show a form 
of general scheme to defraud the Government or something like that? 

Mr. Dunpar. We were having trouble, so when a supplier or a 
vendor furnishes the commodities to the Department of Agriculture 
they have approximately 10 days to fill that order. From then on it 
is up to the transportation. Well, in some cases where the haul origi- 
nated in Illinois, it made it possible for us, if we knew when they were 
being shipped and where they originated the shipment, to ms ake our 
requisitions. That is why we went to the Department of Agriculture 
and Mr. Beyer’s office and asked them if they could not do something 
which would be helpful. I think we had Mr. Hoff go up to the Com- 
modity Credit Corporation, or some similar agency, to explain to them 
that we did have the proper authority as for-hire carriers and that 
we were legally entitled to haul for hire for the Government, in other 
words a Government bill of lading. It was just for some of the mer- 

chandise originating in Illinois. But it helped us in making our 
requisitions out and getting our deliveries out. 

Mr. Naveuron. Did you see Mr. Beyer then about getting this 
hauling for the Department ? 

Mr. Dunnar. No. I talked to Mr. Beyer and he told me they had 
nothing to do with it, and I was told the people we would have to 
see and Mr. Hoff w ent up there. 

Mr. Naveuton. Can you recall the names of the people you talked 
to at Agriculture about this? 

Mr. Dunrar. No; I do not. They talked to a number of them, but 
I do not recall whom. 
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Mr, Naventon. During the course of this contract extending over 
a period, I think, of about 16 months, there is an item of $100 per 
month to Prehnco. 

Mr. Dunnar. That is a rental trucking company, and we bought 
a truck on rental purchase and we paid $100 a month until we could get 
the unpaid balance down to $400. 

Mr. Nauveuron. And then you purchased it? 

Mr. Dunpar. Yes, sir. 

Mr. Naveuron. Is Prehnco related to Harold Prehn? 

Mr. Dunpar. They have the same name. Harold Prehn was the 
Dodge-Plymouth dealer. He sold out and went into the business of 
Hertz Agency, which was a haul-and-rental agency. 

Mr. Naucutron. Now, prior to getting the commodity contract from 
Mr. Nickell, did you consider that most of your business was trucking 
or that a large part of it was contracting ? 

Mr. Dunpar. What do you mean by contracting ? 

Mr. Naueuton. Construction. 

Mr. Dunpar. Contract hauling and indirectly we had contract jobs. 
I do not know which one you mean there. 

Mr. Navueuron. In the 1951 Springfield city directory I notice that 
you were listed as a construction firm. 

Mr. Dunpar. Well, as I said, from 1949 to 1951 we did not know 
what business we were in from the many laws that were passed in the 
legislature, and it more or less put us out of the trucking business and 
the telephone directory got us down as a construction firm. 

Mr. Naveuton. And you were not listed in the directory as a truck- 
ing firm ¢ 

Mr. Dunzar. In that particular directory there is none. They did 
not get it right, so we did not change it. 

Mr. Naueuton. Mr. Schussele, your association with Mr. Dunbar 
is Just as an accountant; is that correct ¢ 

Mr. Scuvussetx. My client is a client of our firm. 

Mr. Naveuton. And you have no personal interest with that client 

Mr. Scuussete. None whatsoever. I wish I did have. 

Mr. Naveuton. How long has Mr. Dunbar been a client of your 
firm ¢ 

Mr. ScuussFte. I have handled Mr, Dunbar’s account since I joined 
the firm which I believe was November 28, 1952. 

Mr. Naucuton. Now Ralph, Turnbull & Co., which is your firm, pre- 
pared some financial statements for Dunbar & Co. ? 

Mr. ScuussELp. Yes, sir. 

Mr. Naveuton. And those statements were used to some extent by 
both the GAO and by others ? 

Mr. Scuussetz. The statements were furnished to them. As to 
whether or not they used them, I could not testify to that fact. 

Mr. Navucuron. The financial statements by your company fur- 
nished for the year 1952 contained a statement that your examination 
was made with all the generally accepted accounting practices ? 

Mr. Scuussexr. Yes, sir, 

Mr. Naventon. And the financial statements prepared for 1953 con- 
tained the statement that: 

Since the terms of our engagements did not include all of the generally accepted 


auditing procedures, we cannot express an opinion on the representations con- 
tained herein. 
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ver Mr. Scuussete. That is right, sir. 
per Mr. Naveuton. And the financial statements for the year 1954 con- 
tained this phrase: 
ght The scope of our engagement did not include all of the generally accepted 
get i auditing procedures. Therefore, we are unable to express an independent ac- 
countant’s opinion on the overall representations contained in the attached 
statements. 
Mr. Scuussexr. Yes, sir. 

: Mr. NaveutTon. So that to whatever extent these statements were 
the 3 relied upon, they were statements that did not contain an opinion. 
s of 4 Mr. Scuussete. That is right, sir. You have to be a little bit 

4 acquainted with the field of public accounting to understand that. 
rom 7 The principal reason for stating the statements are not certified to 
Ing j is the fact that in order to properly give an unqualified opinion as a 

‘ certified public accountant, there are two things that you Soe to do. 

One, you have to confirm the accounts receivable with other items 

such as inventories, and Mr. Dunbar’s financial statement contains a 

obs. j large amount of receivables. There were some 2,000 schools which 
; would have taken a considerable amount of time and a considerable 

that j amount of money to confirm. Mr. Dunbar was only interested in 

7 financial statements for his own purposes. He was interested in them 
now to give to any of his creditors. Therefore, there was no necessity of 
| the ' putting him to such expense. ; 
and 3 Mr. Horrman. You mean you would have had to contact each 

. individual school ? 
uck- Mr. Scuussete. Yes, sir. Therefore, the ethics of our profession 
prohibit us from expressing an opinion. Now Mr. Petty is a well- 
did qualified man in the profession, and I would think that it would be 





{ a serious error if you let the record reflect that they used my state- 
nbar ments as we do not know that to be the fact, and, secondly, I do not 

want it inferred in here that I did not make a proper audit of Mr. 
Dunbar’s transactions. I don’t think you intend to infer that. I 


ent / think the record ought to be clear on that. 
i Mr. Naueuton. That is what we are trying to do. 

your Now, on page 20 of the GAO report, is that payroll summary 
; accurate ? 

yined 3 Mr. Scnussete. I think that you will find that the financial state- 
; ments which we presented, with one exception, reflects exactly what is 

, pre- } in the book, that one exception being, I don’t recall whether it was 


the end of 1952 or 1953, I believe it was 1952, the office manager 
neglected to post a closing adjustment entry. However, the adjust- 


nt by ing entries were in the book. We had given the entries on a separate 
‘ sheet of paper and he had just not posted them. 
As to Mr. Navenron. So that your financial statements reflected what was 


shown on the books and there was no reason, in your opinion, for a 
- fur- 7 full audit ? 
ation | 4 Mr. Scuvussetr. Yes, the only principal one was the confirmation 
' of receivables. I might add as a further remark that the tax returns 
that we have filed for Mr. Dunbar and any of the partnership or 


3 con- 3 individual returns that have been examined by the Internal Revenue 
Service have been accepted as filed. 

cepted Mr. Naveuton. Mr. Dunbar, yesterday we had some testimony 

1S con- about an $11,500 check which was charged to Joe Dunbar’s capital 


account and was deposited to your credit in the building account. 
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Now I believe that you testified that Joe intended to loan you that 
money and a note has been made out since the visit of the GAO audi- 
tors. You also testified it was because you needed the money. 

Mr. Dunzar. I needed money in the building company. 

Mr. Naventon. Is that the reason that you borrowed this amount 
because you needed money ? 

Mr. Dunpar. Well we thought we would purchase a dwelling house 
and it was directely deposited in the building company after he in- 
dorsed the check. 

Mr. Navcuton. You said you owned about 98 percent of the inter- 
est in the building corporation. 

Mr. Scuusse.e. At this time the corporation had not been formed. 
This check was in April 1954. 

Mr. Navueuron. That is the building company account in which 
Joe Dunbar had no interest ? 

Mr. Dunpar. Yes, sir. 

Mr. Navenron. Exhibit A-1 of the GAO report, in column 4, is a 
statement of assets and liabilities of Dunbar & Co. (a joint venture), 
on June 30, 1954, I believe that the date of the check and the loan 
from Joe to you was in April of 1954. Is that correct? 

Mr. Dunswar. That is right. 

Mr. Naventon. I notice that on June 30, 1954, the capital and 
drawing account of James W. Dunbar is listed as $122,077.40 which 
would, of course, represent your interest in the joint venture? 

Mr. Dunpwar. Yes, sir. 

Mr. Navucuton. I notice that in the current assets cash is listed as 
$59,995.46. Now, how does it happen that since the joint venture had 
$59,995.46 in cash and you had a very substantial interest in that, that 
you needed more money from Joe Dunbar? 

Mr. Dunsar. I think most of that $11,500 went for tax. May I 
confer with my auditor, sir? 

Mr. Founrarn. Yes, sir. 

Mr. Scuussete. Mr. Chairman, I refer you to page 3 of the GAO 
booklet. This is a copy of a letter furnished to the GAO by our firm. 
The letter was signed by myself, as to why Mr. Dunbar borrowed 
$11,500 from Joe. That is something I could not tell you. I do know 
the facts are as I state in the second paragraph there, that Mr. Dun- 
bar has signed a note payable to Joe for the indicated amount, and 
this was done to make clear to all concerned exactly their intentions. 

Mr. Fountain. We are trying to find out from Mr. Dunbar why it 
was necessary under the circumstances for him to borrow money for 
the building company. 

Mr. Scuusse.e. I understand that. I just don’t think there is any 
answer to it. 

Mr. Naventon. Couldn’t you have taken the money from Dunbar 
& Co. instead of borrowing it from Joe? 

Mr. Dunnar. I think that was possibly the middle of the year and 
I was trying to keep the capital investment and to keep from trans- 
ferring title of equipment which would necessitate a large cost, if we 
tried to transfer our equipment over to the partnership, in other words, 
a title to each piece of equipment plus a new license plate. 

Mr. Naventon. But your Dunbar & Co. statement for December 
31, 1953, indicates a cash balance of $53,772.01; the June 30, 1954, cash 
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at 
li- balance is given as $59,995.46. If you had all that cash, why was it 
necessary to go to Joe for the $11,500 ? 
Mr. Dunpar. That was not in the building company. 
int J Mr. Navueuron. But Joe got the $11,500 from Dunbar & Co. 
} Mr. Dunpar. It did come from Dunbar & Co. 
ise Mr. Naveuton. That is right. Joe drew it out. 
in- 4 Mr. Dunpar. That is right. 
Mr. Naveuton. Why should Joe draw it out when you had all that 
er- 1 money ¢ 
Mr. Dunpar. At that time I think Joe was buying a house and when 
ed. 4 he bought this dwelling it was not big enough for him. I think that 
4 is the answer to it, and we were putting it into the building company. 
ich j Mr. Fountain. Why were you putting it into the building com- 
pany ? 


Mr. Horrman. May I inquire, Mr. Chairman, what became of the 
sa | CB1L,5008 Yo ily 
e), Mr. Dunsar. It went to the deposit in the building company’s name. 
an t Mr. Naucuron. Was this $11,500 used to buy a house for Joe! 
Mr. Dunsar. No; we bought it for the Dunbar Building Co. 
Mr. Naucuron. The Dunbar Building Co. bought the house for 





and Joe? Jeet yl ; 
sch 4 Mr. Dunzpar. No; it wasn’t big enough for him so he picked a big- 
| ger house. 

Mr. Naueuron. Will you explain exactly just what did transpire? 
bie Mr. Dunsar. The building account at that time was low in funds. 
had I think the letter states that on page 3. At that time I think that when 
hat ! we did deposit the money in there we did not know what we were 

3 going to do with it other than bring our building account up. 
I Mr. Naveuton. Was that money Joe’s money ? 
y Mr. Dunpar. Yes, sir. 
Mr. Navueuton. Why put it over there? 
10 Mr. Dunpar. Well, I borrowed from it. 
- Mr. Naveuron. Why was it necessary? You had approximately 
od $120,000. 
a Mr. Dunpar. Well that would be pretty hard to answer. 
. Mr. Naveuton. Then you have no answer. 
ate Mr. Scuussete. I would like to make a speculation. 
and Mr. Fountaty. I do not think we are interested in a speculation on 
ral that. 
Y. it Mr. Scuusse.e. I would like to point out that the agreement which 
for was signed between Mr. Dunbar here and his nephew specifically states 
that the title to all equipment and all property is retained by him and 
any what his nephew was receiving was compensation for services per- 
formed. Therefore, Mr. Dunbar was financing the operation and his 
nbar nephew was perfectly entitled to withdraw what cash he would have 
coming from his portion of the earnings at any time. I continually 
and advised Mr. Dunbar that the thing for him to do was to attempt to 
‘ans- pay those off rather than withdraw his own money out of the company, 
f we because if he withdrew his money and they ran short he would merely 
ords, have to put it back in anyway. 

Mr. Fountain. Do I understand that you recommended that Joe 
nber withdraw this money ? 
cash Mr. Scuussete. I did not. I did not know anything about it. I 


. . . 5 . 
questioned my employer as to why it was not pointed out. He said he 
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knew about it and was fully aware of it, and he thought it was a 
perfectly normal business transaction and saw nothing wrong with it. 

Mr. Fountarn. Well, there may not be, though it is just a little 
unusual. 

Mr. Horrman. What is the claim for? I am as anxious as you are 
to get this over with. Joe loaned it to the business. 

Mr. Fountain. Well, there are a lot of observations I might make, 
Mr. Hoffman, but I do not care to make them. We are simply asking 
the witness questions which I think are relevant. This relates to Dun- 
bar & Co. which had the exclusive contract for school lunches. 

Mr. Horrman. How did it increase or lessen the cost of lunches for 
schoolchildren in any case? 

Mr. Fountain. Well, it might be a circumstance tending to show 
that this was a mighty expensive program. 

Mr. Horrman. You cannot blame him for wanting to make money. 

Mr. Founrarn. I think you on the minority side are assuming that 
the chairman and those of us on the other side are putting ourselves 
in the position of prosecutors. We are not doing that at all. We 
are simply trying to get all of the information we can which will 
reflect whether or not the Federal agencies and State agencies have 
carried out their responsibilities, whether Federal funds have been 
used economically and efficiently, whether or not this sort of program 
has been too expensive, and whether or not we may be able to gain 
some experience from this transaction which might be helpful to 
these agencies in the future. 

Mr. Horrman. Well, pardon me. Like services could be obtained 
from some other source, so place the responsibility on the fellow who 
made the contract, that is the Department of Agriculture, who ap- 
proved it, and the State agency. 

Mr. Fountain. Even though Mr. Dunbar, pursuant to his contract 
with the State, may have been justified in making just as much money 
as he could if an analysis of the profits which he made should de- 
termine that he made a substantial sum of money, say, more than the 
normal reasonable amount for the distribution of food commodi- 
ties-—— 

Mr. Horrman (interposing). Or, to put it the other way, that some- 
body else would have done it cheaper. 

Mr. Fountain. It would serve as a guide to the State of Illinois, 
the Agriculture Department, and any other agency connected in the 
future with it, to determine what would be a good formula. 

Mr. Horrman. I agree, and I think that, sir, is perfectly proper. It 
is to me relevant that the fault here, if there be any, lies with the Agri- 
culture Department. 

Mr. Fountain. Mr. Hoffman, I think Mr. Dunbar might profit from 
this experience. Since he was dealing with a State agency and a Fed- 
eral agency, and he was in the situation of acting, I think, as an agent 
for the State which had a contract with the Federal Government for 
the distribution of commodities, if he had permitted the Agriculture 

Department to inspect his books this hearing might never have been 
necessary. 

Mr. Horrman. Two auditors from the GAO examined those books, 
and they had those books. 

Mr. Founratn. Well, we will have to analyze the report of the GAO, 
and we have not had a chance to do that yet. 
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Mr. Horrman. And whoever is using it is getting the information 
or the advantage of whatever this committee does, inquiring into these 
matters of a private citizen’s other outside activities, which is some- 
thing that congressional committees were criticized for some time ago. 

Mr. Fountain. This inquiry came about Mr. Hoffman, so far as I 
am concerned, only because Dunbar & Co. refused to allow inspection 
by the Department of Agriculture. 

’ For instance this $11,500, was that in the contract with Mr. Nickell ? 

Mr. Scuussetk. But not as an expense deduction, sir. This has not 
heen charged as an expense. 

Mr. Fountain. No; but it bears relation to your salaries. 

Mr. Scuussee. No, sir, it does not; he did not receive a salary. 

Mr. Fountatn. But he shared the profits. 

Mr. Scuussete. But not deducted as an expense. If we did that the 
igure would be considerably less than that. 

“Mr. Naventon. Mr. Dunbar, you have some oil investments? Am 
I correct 

Mr. Dunszar. Oil lease holdings. 

Mr. Naveuton. Are you interested in drilling some oil wells? Are 
those all in Illinois or some in Oklahoma ? 

Mr. Dunpar. Some in Oklahoma. 

Mr. Naueuron. Is Mr. Nickell a participant in any of this oil. 
drilling ¢ 

Mr. Dunpar. It was reported to me that he was. 

Mr. Naveuton. What is the extent of Mr. Nickell’s oil drilling? 

Mr. Dunrar. I do not know. 

Mr. Naventon. Do you know personally of your own knowledge 
that he is a participant ? 

Mr. Dunpar. No. 

Mr. Naveuton. Is Mr. Wolfe also interested in this oil lease? 

Mr. Dunpwar. I don’t think so. 

Mr. Naventon. Is any other State official interested? Do you 
know ? 

Mr. Dunpar. I can’t tell you who all is in, but I am sure there is 
no one else. 

Mr. Nauveuton. Except Mr. Nickell. Does he have a one-eighth 
interest ? 

Mr. Dunpar. I couldn’t tell you. I have one-eighth of seven- 
eighths. 

Mr. Fountatn. Do you own the home you live in or is it owned 
by one of your companies ? 

Mr. Dunpar. We are joint tenants in it. 

Mr. Fountain. Well, does the Dunbar Co. own any private homes! 

Mr. Dunpar. Dunbar & Co. does not, sir. 

Mr. Fountatn. Does not own the home which Joe lives in? 

Mr. Dunpar. Yes, sir; nor the home James lives in or any other 
of the employees. 

Mr. Fountain. The building company does? 

Mr. Dunzar. One; yes. 

Mr. Fountain. Is that the one Joe lives in ? 

Mr. Dunrar. No, sir. A boy by the name of George Rudis. He 
works out at the place. He pays a rent to the company for it. 

Mr. Fountain. Who is Mr. Rudis? ; 

Mr. Dunpar. He is my son-in-law. 
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Mr. Naveron. In the GAO report I noticed they have listed on 
the payroll a D. M. Reedes. Is it possible that that is a misspelling? 

Mr. Dunpar. That is my daughter. 

Mr. Navewtron. And her salary is $250 a month. Is that right? 

Mr. Dunpar. Yes, sir. 

Mr. Naveuton. Was she a full-time employee? 

Mr. Dunpar. Yes, sir. 

Mr. Naveuton. Did she report to work every day then? 

Mr. Dunpar. Yes, sir. 

Mr. Naueuton. I believe this is in the Chicago office in September 
1953, who is A. Dubois ?¢ 

Mr. Dunspar. She was hired out of the Chicago office. I would not 
know her if I saw her. 

Mr. Naucuron. Do you know if she is acquainted with Mr. Wolfe? 

Mr. Dunspar. I couldn’t answer that, sir. I don’t know. 

Mr. Nauauron. We have had some testimony regarding a plane 
chartered from the Lucia Distributing Co. In addition to the char- 
tering of planes from Lucia, did you on ovcasion charter planes from 
Capital Aviation ¢ 

Mr. Dunpar. Yes, sir. 

Mr. Nauauron. Did you ever charter planes to go to football games 

Mr. Dunnar. Yes; I did, sir. 

Mr. Nauauron. Were those trips charged to Dunbar & Co.? 

Mr. Dunpar. Some of them were. 

Mr. Navauron. Who accompanied you on those trips? Did Mr. 
Nickell ever go? 

Mr. Horrman. I think that has been asked 2 or 3 times and he said 
Mr. Nickell had a pass or something. 

Mr. Founrarn. The question is in order to tie it in, He hadn’t 
asked him about plane trips to the games. 

Mr. Naveuron. Did Mr. Nickell ever accompany you’ Do you 
recall ¢ 

Mr. Dunpar. It was possible. Yes. 

Mr. Nauuron. Did Mr. Wolfe ever go along ¢ 

Mr. Dunpar. No, sir. 

Mr. Naucuvon. Did Mr. Beyer ever go along? 

Mr. Dunzwar. No, sir. 

Mr. Navauron, I noticed a Mr, Landesman listed on the payroll on 
page 20 of the GAO survey. What were Mr. Landesman’s duties? 
Mr. Dunpar. He was managing the Chicago office at that time. 

Mr. Naucuron. He is nota State official, is he ? 

Mr. Dunpar. No,sir. He did not work for us long enough. 

Mr. Fountain. Mr. Dunbar, you are a public official yourself ¢ 

Mr. Dunnar. Yes, sir. 

Mr. Founrain. What is your title? 

Mr. Dunnar. Probate clerk. 

Mr. Founrary. How many hours a day does it require you to do 
that work ¢ 

Mr. Dunrar. Well on different days it requires more time. 

Mr. Founrarn. You havea very eflicient staff, I imagine. 

Mr. Dunpar. Yes, sir. 
| Mr. Fountain. It is not necessary for you to spend too much time 
there ¢ 
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Mr. Dunrar. Well, I have a letter here from another auditing com- 
pany that made a survey of our courthouse a ¢ ouple of years ago. 

Mr. Founraty. I will not go into that. 

Mr. Dunsar. We havea very eflicient staff there. 

Mr. Fountrarn. Notwithstanding how much money you may have 
made or how much you may have spent and whether the amount you 
have spent and expenses were too much or not, in an effort to get 
business and in connection with your carrying this contract out, you 
did have a contract with Mr. Nickell ¢ 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. And you submitted to Mr. Nickell the rates which 
you proposed to charge ¢ 

Mr. Dunpar. Yes, sir. 

Mr. Fountarn. Mr. Nickell agreed to those rates? 

Mr. Dunzwar. It accompanied the State plan of operation. 

Mr. Fountain. Well he agreed to those rates 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. Mr. Nickell had a contract with the Agriculture 
Department or the appropriate agency thereof? 

Mr. Dunpar. Yes, sir. 

Mr. Founvrain. Was there any provision of the contract which 
required you to reduce any of your rates? 

Mr. Dunsar. No, sir. 

Mr. Founratn. I understand you did reduce some voluntarily ? 

Mr. Dunrar. Yes, sir. 

Mr. Fountain. How many times during the course of your con- 

‘act with Mr. Nickell would you say that Mr. Nickell made com- 
sal to you about the rates and made an effort to get you to reduce 
the rates, if any ? 

Mr. Dunpar. We talked about rates on several occasions and I 
kept talking about the word “processing” in the contract, and in 
September of 1953 we did reduce rates on some commodities, and 
then in January of 1954, 

Mr. Fountain. We have those in the record. Now, did Mr. Nickell 
come to you and say, “Jim” or whatever he calls you, “your rates in 
my opinion are too high and you have got to reduce them,” or did he 
just discuss with you the question of rates and ask if you would be 
willing to make a reduction ¢ 

Mr. Dunpar. Mr. Wolfe came to me. 

Mr. Fountain. Just how did he approach you? 

Mr. Dunpar. Mr. Wolfe came in and we discussed the size of cans 
for certain products. We had 4 cents a pound on all meat products 
and we did not know what the required cold storage or cooler storage 
would be and we discussed that up to January when we reduced the 
rates on canned beef and gravy, and up to that time I did not think 
there were complaints on any commodities. 

Mr. Founratx. Were there complaints up to that time? 

Mr. DunBar. No, sir, not that I know of. 

Mr. Founrain. In other words, they did not come to you and s 
that they had made investigation and checked and found that a 
rates generally were higher than usual and that they ought to be 
reduced ? 
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Mr. Dunsar. Not to my knowledge. We did not receive anything. 

Mr. Founrar. I believe you said in the first day of this hearing 
that you knew of no investigations that they made for the purpose 
of determining whether or not anyone else might be able to propose 
a contract cheaper at a lower rate than yours. 

Mr. Dunpak. I heard, but I don’t know. 

Mr. Founvatn. Then whatever money you may have made out of 
this transaction you made pursuant to the contract which you had 
with Mr. Nickell? 

Mr. Dunsar. Yes. 

Mr. Founratn. And there was no provision in the contract which 
obligated you to voluntarily reduce your rates at any particular 
time ? 

Mr. Dunpar. Yes, sir. 

Mr. Founrarn. Was there any understanding between you and Mr. 
Nickell that at such time as you felt that you were making a reasonable 
profit and be able to make a reappraisal of the situation you would 
voluntarily reduce rates? 

Mr. Dunpar. We did review rates every 90 days, and approximately 
every 90 days, and we were about to review the rates again right after 
the election in November when we had some time to sit down and 
discuss them, and then we did not reduce them until February 1, 1955. 
The date of the last reduction before that is in the record. 

Mr. Naventon. Mr. Dunbar, did you file with the Illinois Commerce 
Commission a schedule of rates and tariffs under your contract with 
Mr. Nickell # 

Mr. Dunsar. Well I will have to consult with Mr. Hoff on that 
because he took care of all of our rates and certificates of authority, 
and since there was so much legislation in 1953 in regard to that, I 
would have to confer with Mr. Hoff on that. 

Mr. Fountatn. Maybe Mr. Hoff can answer that question. 

Mr. Horr. We had no rate regulation in Illinois in intrastate 
commerce until January 1, 1954. Under the old law, the Tllinois Truck 
Act, which was in effect until January 1, 1954, a contract carrier had 
the privilege of filing an affidavit of his and the shipper that there 
was a contract in existence, and that was done under the old act. When 
the new act became effective January 1, 1954, then the contract itself 
was filed and the rates were a part of that contract and there was 120 
days’ time within which to file those things which was done within 
that time. I do not remember the exact date, I believe it w as in April, 
but the charges were actually a part of the ‘contract previous to that 
time, but the contract itself did not have to be filed with the division of 
motor carriers of the department of public works and buildings who 
had jurisdiction of the regulation af erhicks up to January 1, 1954. 
Then January 1, 1954, the Illinois Motor Property Act was passed 
and became effective, that is, passed by the previous legislature and 
became effective January 1, 1954, and with that came the requirement 
of rate regulation for the first time in Illinois in intrastate commerce. 

Mr. Founrary. When you say the charges are a part of the con- 
tract, were you referring to the contract “between Mr. Nickell and 
Mr. Dunbar? 

Mr. Horr. That is right. You know the contract with charges 
were not inserted with the record. 
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Mr. Dunsar. It was my recollection that the charges were attached 
to and made a part of that contract. 

Mr. Horr. Oh, the contract itself did not. 

Mr. Fountarn. And it did not incorporate or refer to it? 

Mr. Horr. It was added as an exhibit. 

Mr. Naucuron. Mr. Hoff, if I told you that the records of the Illi- 
nois Commerce Division indicate that the schedule of rates was filed 
in 1955, would you be in a position to disagree with me? 

Mr. Horr. I would be satisfied with that. That is an error, and I 
am satisfied that there was an acknowledgment by an assistant secre- 
tary of the Illinois Commerce Commission acknowledging receipt of 
those rates, which was much prior to 1955. 

Mr. Dunpar. May I interrupt, Mr. Chairman. I have that letter 
in Springfield in one of my desks in my drawers or in my briefcase 
there. Mr. Hoff found it and gave it to me, and I laid it on the desk. 
It is there some place. 

Mr. Horr. We would be happy to furnish you with a photostatic 
copy if it would suffice in that respect, Mr. Chairman. 

Mr. Fountain. Yes. 

(The material referred to appears in the appendix as exhibit 1N, 

). 533.) 

Mr. Naventon. Mr. Dunbar, in December of 1953, I believe you 
filed tariff rate schedules for ‘contracts with the Produce Terminal 
Cold Storage and H. C. Christians Co. ? 

Mr. Dunsar. Christians Co. 

Mr. Naueuton. And the Central Illinois Ice Co.?- Do you do any 
hauling for these concerns ? 

Mr. Doras. I think we did some for Central Illinois Ice Co. We 
were contemplating something for Produce Terminal Cold Storage 
and the accounts were too big and we could not handle them. 

Mr. Naveuton. You did not do anything for them? 

Mr. Dunsar. We wanted to be in a position to offer our service if 
we could handle any of the business that they did want to give us. 

Mr. Nauenton. Now your permit as a contract carrier 1s filed with 
the Illinois Commerce Commission? Am I right? 

Mr. Horr. There is no requirement in the Illinois Commerce Com- 
mission to file rates and charges with reference to contract carrier au- 
thority, but there is a requirement of filing minimum rates with the 
contract carrier authority and that was done, I am satisfied, by virtue 
of this hearing and my recollection. 

Mr. Fountarn. We have that document, I think. 

Mr. HorF. But there is a clear distinction between rates and charges 
or tariffs filed by common carrier and what is known as a minimum 
schedule of rates by a contract carrier. 

One further eeplinetion, As I said a moment ago which possibly 
might not be clear to you, under the old act it was permissible to file 
affidavits that there was a contract in existence. Those were filed with 
the department of public works and buildings pertaining to the super- 
intendent of public instruction of the State of Illinois. Then I re- 
member having written a letter to the Illinois Commerce Commission 
calling their attention to the fact that by virtue of the grandfather 
clause, and naturally we expected and were entitled to the contract 
with the State superintendent of public instruction as well, and I 
called their attention to that law, that it had been complied with by 
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the filing of these affidavits and therefore submitted the contract itself 
under the new law, which entitled Dunbar & Co. to have the contract 
with the State superintendent of public instruction added or placed 
on his grandfather permit under the new law. 

Mr. Founrarn. In the light of what was said earlier today con- 
cerning the documents which we have requested you to bring, I 
am going to ask you if you will not upon your return comply with the 
request of our letter of April 15, 1955, and produce photostatic copies. 

(Discussion off the record.) 

Mr. Fountain. Will you furnish us with photostats for everything 
from No. 20 on# 

Mr. Scuussexe. Yes, sir. 

Mr. Fountarn. When we have received them we will make addi- 
tional inquiry or request concerning the books. 

Mr. Scuussete. That is what I was going to suggest, sir. We will 
furnish you that and then if there is any part of the books you want or 
any of the books, we will be glad to make arrangements for that. 

Mr. Founrarn. Frankly I do not expect to go through them myself. 

Mr. Horrman. Mr. Chairman, may I ask, are these witnesses to 
come back again ? 

Mr. Founratn. I for one hope we can avoid the necessity of these 
gentlemen coming back. I will say that in my letter I suggested that 
Mr. Dunbar bring along with him Mr. Joe Dunbar inasmuch as he 
was a responsible person connected with the Dunbar & Co., and Mr. 
Dunbar in testifying advised me yesterday or the day before that he 
felt compelled to leave Joe Dunbar there at the business. It may be 
necessary for us to request Joe Dunbar and Jim Dunbar, Jr., to come 
before the committee. However, I would like to avoid the necessity 
of that, and we will certainly avoid recalling you unless we think it 
is absolutely necessary. 

Mr. Horrman. And then the auditor who sits at his right ? 

Mr. Fountain. We did not request that he come in the first place. 
However, I think it was very wise to bring him. 

Mr. Horrman. I understood rightly or wrongly that these hear- 
ings would be concluded at this session. 

Mr. Founra1n. Mr. Naughton may want to make some personal 
inquiries of Mr. Schussele or anyone else, and it is my considered 
opinion that the testimony of Mr. Schussele should be put in the record 
to clear up certain misimpressions that have been created, perhaps, 
and to insert statements that I think are valuable to the committee 
in evaluating the testimony and arriving at a good, proper, and just 
conclusion. As a consequence I would not like to see the record be 
without the testimony of this very valuable witness. 

Mr. Horrman. Can we not hear him now? 

Mr. Founta1n. Without objection, a letter addressed by the chair- 
man to Mr. James W. Dunbar, president, Dunbar & Co., Springfield, 
Ill., dated March 30, 1955, will be included in the record. There being 
no objection, it will be so ordered. 

(The above-mentioned letter was included in the record and appears 
in the appendix as exhibit 11, p. mal.) 

Mr. Scuusseitp. Mr. Chairman, there is an erroneous impression 
around here. I am certain it is not Mr. Nickell’s fault. 

Mr. Founrain. Leave it to the committee as to whether or not there 
has been an erroneous impression. 
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Mr. Scuussere. It was our firm, Dunbar & Co., which furnished 
Mr. Nickell with the figure which Mr. Nickell used in his testimony 
at the time he was before this committee instead of the other inde- 
pendent firm, Murphy and Nash and Jones, and I have here a copy of 
press release or statement by Mr. Dunbar made on March 16, 1955, 
which was prior to Mr. Nickell’s appearance before this committee in 
which the figure was quoted of $168,000. And the other thing which 
I don’t think has been stressed strongly enough is the fact that two 
other sources of audits show that the profit is nowhere near the figure 
of $800,000 or $900,000, and I think 

Mr. Founra1n (interposing). That is a decision which the com- 
mittee will make later, Mr. Schussele, here in its own determination. 
We have not finished the hearings on this matter. We are trying to 
finish today with you gentlemen, that is all. 

Mr. Horrman. You had a statement, did you not, which you pre- 
pared on the 2ist of April, Thursday, that is just the other day? 

Mr. Scuussete. Yes, sir; I read it in the record. 

Mr. Horrman. You remember Mr. Holtzman’s questions concern- 
ing Mr. Nickell’s testimony about the telegram concerning the inde- 
pendent audit figures? 

Mr. Scuussete. Yes, sir; I just cleared that up. 

Mr. Horrman. You just fixed that. Now there is something else 
there. You have examined the survey made by Levite, of the Depart- 
ment of Agriculture; have you not? 

Mr. Scuussete. Yes, sir. 

Mr. Horrman. What is wrong with that, in your opinion, if there is 
anything wrong with it? 

Mr. ScuusseLe. Well, in the first place he did not take enough of 
asample. He only took 414 percent of 1 month's delivery. He took 
the third largest month in the whole 99 months and he applied what 
I have been informed to be improper rates of common carriers who 
only perform a pickup and delivery service instead of all the addi- 
tional services that Dunbar & Co., perform. He also in his ad- 
ministrative costs left out a considerable number of costs and he under- 
estimated without any evident—or he made no evident attempt to 
actually find out what those types of costs are. 

Mr. Horrman. For example, his Agriculture report comes up with 
$789,000 and then you have our own report of $386,000. 

Mr. Scuussetr. Mine, sir, is $152,000 after taxes. The independent 
autdit was less than $200,000 and the other is $61,000, and the inde- 
pendent auditors is $365,000, that is before taxes, and the GAO before 
taxes was $386,599. 

Mr. Horrman. How do you account for the difference between the 
$800,000 or $900,000 and those figures ? 

Mr. Scuusse.tr. Well one is merely a survey. He cannot take rep- 
resentative deliveries as was shown yesterday. 

Mr. Horrman. You already testified to that, Mr. Schussele. Did 
you not ? 

From reading the survey, it is apparent that the auditor for the 
Agriculture Department, whoever he may have been, took rates from 
tariffs established or charged by other concerns or individuals who 
did not perform services similar to this? 

Mr. Scuussere. That is right, sir. 
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Mr. Horrman. Is that in your opinion where the whole discrepancy 
comes in? 

Mr. Scuussete. That is a large part of it, sir. 

Mr. Horrman. Throughout this case there has been the thought ex- 
pressed by questions and statements that Dunbar & Co. did not permit 
Agriculture to make an audit. Now if that is true, why was it, or 
what was done ? 

Mr. Scuussete. The reason that they were not allowed to make an 
audit was twofold and both are hinged, of course, on the advice of 
counse}, 

In the first place, Mr. Dunbar did not have a contract with the 
United States Department of Agriculture. His contract was with 
the State agency in the opinion of counsel and it did not require him 
to permit the United States Department of Agriculture 

Mr. Horrman (interposing). Let me ask you this. His attorneys 
told him that under the contract with the State, the United States 
Department of Agriculture did not have any real right to examine his 
books? Is that about it! 

Mr. Scuusseie. Yes, sir. 

Mr. Horrman. And as you heard the testimony, I think the De- 
partment itself finally came to that conclusion. 

Well then, at the time the Agriculture Department wanted to audit, 
were the GAO boys there? 

Mr. Scuvusseix. That was prior to them. The first request of the 
United States Department of Agriculture audit was prior to the 
coming of the gentlemen from the GAO. 

Mr. Horrman. And then they were refused because in your opinion 
they did not have any right to examine the books, and then the second 
time they came on ? 

Mr. ScHuusseLe. Well the second time they came down was at a 
request from the committee, and we saw no reason for allowing the 
Department of Agriculture to make an audit when an audit was being 
performed by the GAO for the committee. 

Mr. Horrman. The GAO boys were there? 

Mr. Scuusse.r. Yes, sir; they were there at the time making their 
examination. 

Mr. Fountain. But I might say that at that point Mr. Levite went 
there at the request of the chairman of the committee. He was the 
man that made the survey and, realizing that he was to some extent 
speculating and estimating, and knowing that he was an agent of the 
agency which had a contract with Mr. Nickell, we felt that the Agri- 
culture Department should have an opportunity to be in on the scene 
for such information as the GAO officers might want to get from him 
or any questions they might want to ask, and that is why he was there. 

Mr. Scuussetz. 1 might say, sir, on that question—excuse me for 
eso we made available to Mr. Levite the independent 
tariff and rate expert that we had employed to make this survey which 
we submitted as an exhibit, and Mr. Levite said he would stand on 
his survey and did not wish to make any changes in his survey. And 
I might also say that in the time he was there he did not spend 5 min- 
utes watching the GAO; he and Mr. Naughton were off to themselves 
or out of the place e. 

Mr. Fountain. He was not sent there for the purpose of watching 
the GAO, so far as I was concerned. He was sent there to assist 
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them inasmuch as he was the initial surveyor and the GAO men were 
going into this picture completely new. We felt that it might well 
be that he could be of assistance in getting the information that they 
needed. 

Mr. Scuusse.r. Well I think your supposition was right that he 
did not assist because he did not do any work. 

Mr. Fountain. Well that is an opinion. We will find that out 
later. We will have Mr. Levite in probably later before the committee, 
and we will find out. 

Mr. Scuusseve. There was a twofold reason for not allowing the 
Department of Agriculture to make an audit. 

Mr. Fountain. You mean the original audit they requested ? 

Mr. Scuusseix. Yes, sir. It came to our attention that every bit 
of information that the Department of Agriculture got out of our 
office got to a Chicago new spaper, and we saw no reason for turning 
over our books and records to a Chic ago newspaper. 

Mr. Horrman. Then you got unfavorable publicity ? 

Mr. Scriussete. Yes, sir. 

Mr. Fountarn. Then the newspapers were a little bit more success- 
ful than Members of Congress in getting information. 

Mr. Horrman. That is all. 

Mr. Fountain. Now, Mr. Dunbar, Mr. Schussele, you might say, 
presumed to speak for you with respect to your reasons for not having 
permitted the Agriculture Department to audit your books. He made 
the statement that you were advised by counsel. 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. Not to permit them to audit your books. Did you 
want to permit the Agriculture Department to audit your books? 

Mr. Dunzar. Well, we did not think that they were the proper peo- 
ple. We did not think they were qualified auditors. 

Mr. Founrarn. You did not think they were qualified auditors. 
You knew why they wanted to audit the books, did you not? You 
knew they were interested in finding out what this program had cost in 
Illinois so that it would serve as a guide for future regulations in 
States with commodity distribution programs. You knew that you 
were dealing with a State agency which in turn was dealing with a 
Federal agency. You were not dealing with a private individual or 
private enterprise; and, knowing that, “why did you not permit them 
to see your books ? 

Mr. Dunpar. Well, we were getting unfair publicity, and we 
thought there was a leak in the Agric ultural Department to one of the 
newspapers. 

Mr. Fountain. You knew that those books eventually could be 
seen ? 

Mr. Dunpar. Yes, sir; we did, sir. 

Mr. Fountarn. By one agency or another / 

Mr. Dunzar. Yes, sir. 

Mr. Fountain. But you did not have anything to hide? 

Mr. Dunpar. No; we did not. 

Mr. Fountain. And that was not the reason ? 

Mr. Dunprar. Yes, sir. 

Mr. Scnussete. Mr. Chairman, we never had a formal request 
for the representative of the Agriculture Department. 

Mr. Founrary. You did not have a formal request from Mr. Levite? 
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Mr. Scuussetx. Mr. Levite appeared at our office and asked to 
make an examination of our books. 

Mr. Fountarn. And in view of the information which we have 
received, there is no reason to believe that he was not acting with 
authority, from the Agriculture Department. 

Mr. Scuusse.r. That is, of course, a good assumption. However, 
we had no indication actually that the Department of Agriculture 
wished an audit. 

Mr. Fountarn. Mr. Dunbar, I have here a check dated June 23, 
1954, paid to the order of Scherf Boiler Co. in the sum of $1,051.14, 
signed by Joe Dunbar, and attached to it is a bill from the Scherf 
Boiler Co. dated June 9, 1954, reading as follows: 

For labor, equipment, and material to move eight safes from second floor, room 
a of State Capitol Building and place in a garage near Goldstein Paper Stock 

o— 
and then listing some materials and labor connected therewith. 

Mr. Dunsar. We were in the heavy hauling business and we had to 
take these safes out of the second floor of the State House. 

Mr. Fountarn. Who employed you to do that ? 

Mr. Dunpar. The secretary of State’s office. 

Mr. Fountain. And this was a job you did at the request of the 
secretary of State ? 

Mr. Dunpar. Yes, sir. 

Mr. Fountatn. Do your books disclose income collected from the 
secretary of State for that purpose? 

Mr. Dunpar. Yes, sir. 

Mr. Fountarn. And one dated June 29, 1953, paid to the order of 
Chicago Travel Service, Inc., in the sum of $555.90 and attached to 
that check is a bill of the Chicago Travel Service, Inc., dated June 25, 
1953, in the sum of $555.90 for 5 first-class rail tickets, Chicago— 
International Falls, at $41.98 each, 1 drawing room, Chicago—St. 
Paul at $7.59, two parlorcar seats at $2.53 each, 1 drawing room, St. 
Paul—International Falls at $21.85, 2 lowers, St. Paul—International 
Falls, at $5.75 each. What was that for ? 

Mr. Dunrar. It wasa fishing trip. 

Mr. Fountary. A fishing trip? 

Mr. Dunpar. That was my part of the expense of the fishing trip. 
The trip amounted to $2,500 or $3,000 for four of us. 

Mr. Fountatn. This was paid by Dunbar & Co. ? 

Mr. Dunpar. My share was; yes. 

Mr. Fountarn. Who were the other three ? 

Mr. Dunpar. Frank Washam and Mr. Nickell and Mr. Wolfe. 

Mr. Founrarn. And the books of Dunbar & Co record this as an 
expense item ? 

Mr. Dunzar. I suppose they did, sir, just my share of it. 

Mr. Fountain. Did they pay all of their own expenses? 

Mr. Dunpar. Yes; they did, sir. 

Mr. Founrarn. Was this in behalf of the business of Dunbar & Co. ? 

Mr. Dunpar. Well, it was about the only time we could sit down and 
talk about the school-lunch program and get their different versions 
on it. 

Mr. Founratn. You all discussed the school-lunch program on the 


trip? 
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Mr. Dunpar. We discussed that and other things. 

Mr. Fountain. What was the purpose for which you went on 
fishing trips ? 

Mr. Dungar. We took fishing trips before we got that contract. 

Mr. Founta1n. Youand Mr. Nickell ? 

Mr. Dunpar. No. Mr. Nickell not too many times and Mr. 
Washam. 

Mr. Fountain. Have you frequently gone on fishing trips with 
Mr. Nickell ? 

Mr. Dunpar. No; that was the only time. That was the only time 
since the contract was signed. 

Mr. Fountain. How many fishing trips had you had with him 
before the contract ? 

Mr. Dounpar. Oh, I'd say 2 or 3 to the best of my knowledge. 

Mr. Fountarn. Do you charge expense of those trips up to Dunbar 
& Co.? 

Mr. Dunpar. Yes, sir; my proportionate part. 

Mr. Founrarn. Did you charge to Dunbar & Co. all of the trips 
which you took away from Springfield ? 

Mr. Dungwar. What kind of trips? 

Mr. Founrarn. Well, all of your trips—any trip. 

Mr. Dunpar. Not all of them, sir. 

Mr. Fountarn. Most of them ? 

Mr. Dunpar. Yes, sir. 

Mr. Fountarn. Well, now, you say this $555.90 was your share; the 
total was $2,500 and some dollars ? 

Mr. Dunpar. Yes, sir; we were gone for 8 or 9 days. It says five 
railroad fares. We place orders for five rail tickets. There was one 
that canceled out, a gentleman friend of Mr. Washam, and I cannot 
recall the name. 

Mr. Fountain. Well, then, you did not pay for the four others. It 
says five railroad tickets and lists the other items, and the total is 
$555.90, and you say that is your share of the total which was ap- 
proximately $2,500. 

Mr. Dunpar. Well, we made reservations early on that and at the 
last minute one canceled out. 

Mr. Fountarn. Then this $555.90 is for you and you alone? 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. Can you explain why they charged you for 5 tickets, 
and you say you paid for only 4? 

Mr. Dunpar. Well, we could not get the credit for the one can- 
celed out until we came back. 

Mr. Forntarn. You bought 4 and they charged you for? 

Mr. Dunzar. We paid travel in advance for that. 

Mr. Fountan. Mr. Nickell did reimburse you ? 

Mr. Dungar. Yes, sir; he always insisted on that. 

Mr. Fountain. Did you deposit the amount reimbursed to you to 
the credit of Dunbar & Co. ? 

Mr. Dunpar. It was either thrown into petty cash or redeposited. 
x was handed in when I got back. The office handled the cancel- 
ation. 


_Mr. Naventon. You did not put all four of these persons on your 
Dunbar expense account ? 
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Mr. Dunpar. No;I couldn’t. That was my share of the trip. You 
see, there were cabins up there, and hunting and fishing and guide 
Service. 

Mr. Fountarn. However, Mr. Dunbar, this $555.90 was to pay for 
all of the tickets ; was it not ? 

Mr. Dunpar. But when it was divided up it was my share. 

Mr. Fountarn. That was your share of what? 

Mr. Dunpzar. Of the $2,500 that the trip amounted to. 

Mr. Fountarn. I must say I cannot understand your explanation. 

Mr. Dunpar. Well, the transportation was just a part of it. 

Mr. Founratn. In other words, as your share of the total expense 
you took care of all of the railroad tickets and the other items that are 
listed here on this bill ? 

Mr. Dunpar. Yes, sir. 

Mr. Navenron. Five railroad tickets were purchased, one of which 
was later turned back ? 

Mr. Dunpar. Yes, sir. 

Mr. Naveuron. One of these was used by you? 

Mr. Dunpar. Yes, sir. 

Mr. Naveuton. One by Mr. Nickell? 

Mr. Dunpar. Yes, sir. 

Mr. Naventon. One by Mr. Washam? 

Mr. Dunpar. Yes, sir. 

Mr. Naveuton. One by Mr. Wolfe? 

Mr. Dunpar. Yes, sir. 

Mr. Navueuron. So that, in effect, Dunbar & Co. paid for the tickets 
of Nickell 

Mr. Dunzar (interposing). No, I did not. That was my propor- 
tionate share. 

Mr. Vo.tosuen. Mr. Chairman, do I have the right to object to 
that question? I think Mr. Naughton is putting an implication in 
without going further to try to clarify it. Mr. Naughton stopped 
when he said he paid for it. Why doesn’t Mr. Naughton say they 
pooled cabin, food, and all other expenses. So in all fairness, that 
was equalized and everyone paid his proportionate share. 

Mr. Founratn. This $555.90, he said, is only part of the total ex- 
wary and he said as his share he paid for all of the railroad tickets. 

‘ow if he wants to go into an explanation of the other items we are 
perfectly willing to let him. 

Mr. Dunpar. Well, first, we sent in reservations for those tickets 
real early before we left, and there were other expenses as food, cabins, 
guides, and rental of boats, and, in other words, other items that we 
had to get. We had to get flown over to another place, another lake, 
that we were going to. And there were other incidental expenses 
that I cannot think of at the moment. 

Mr. Founrarn. Our only purpose in asking you about this is in our 
attempt to get the total picture. 

Now, did you consider this trip as necessary in the interest of the 
business of Dunbar & Co. ? 

Mr. DunBar, Yes; I thought so. 

Mr. Fountatn. And you took a number of other trips which you 
considered essential to your business? 

Mr. Dunsar. Yes, sir. 
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Mr. Founrarn. In which you carried friends along on fishing 
trips, football trips, and other forms of entertainment? 

Mr. Dunpgar. Yes, sir. 

Mr. Founrarn. And they were charged to Dunbar & Co. ’ 

Mr. Dunpar. Yes, sir. 

Mr. Fountary. What would be your personal living expenses at 
home, Mr. Dunbar? 

Mr. DUNBAR. My wife takes care of that. 

Mr. Fountatn. Do you give her the income from Dunbar & Co.? 

Mr. Dunpar. I take my “salary I receive from the company and 
deposit it in my personal account. She handles that. 

Mr. Nauecuton. Did Mr. Nickell, or Mr. Wolfe, or any of the others 
that went with you on this particular trip, ask you about paying the 
cost back to Dunbar & Co. ? 

Mr. Dunzar. No, sir; it was divided there. 

Mr. Naventon. So that all of this $555.90 was charged as an ex- 
pense item to Dunbar & Co.? 

Mr. Dunsar. Yes; it was my proportionate share of the $2,500 
of $2,600 of the trip. 

Mr. Navenron. Did you go on fishing trips with Mr. Washam 
prior to the time of this contract ! 

Mr. Dunpar. Yes, sir. 

Mr. Naueuton. About how many times? 

Mr. Dunpar. Oh, I don’t think more than once or twice. 

Mr. Naventon. How about Mr. Nickell? Did you ever go on a 
fishing trip with him? 

Mr. Dunpar. Once or twice before the contract; yes. 

Mr. Naveuton. How long did this fishing trip last ? 

Mr Dunsar. It was according to the time we had. 

Mr. Naueuron. Two weeks? 

Mr. DunBar. Sometimes 2 or 3 days. 

Mr. Naueuton. Did Mr. Wolfe usually go on these trips too? 

Mr. Dunpar. That was the only trip Mr. Wolfe went on. 

Mr. Fountratn. Did Joe and James likewise go on some fishing 
trips? 

Mr. Dunpar. No, sir. 

Mr. Founrarn. Did they take any guests to footb:!l games and 
similar forms of entertainment ? 

Mr. Dunpar. I suppose they did, sir. In fact, I am pretty sure 
they did. 

Mr. Fountatn. And they were paid by Dunbar & Co. as an expense 
item ? 

Mr. Dunpar. Yes, sir. 

Mr. Fountrarn. Mr. Hoffman, I think I am about through. Do 
you have anything further? 

Mr. Horraan. There was considerable testimony here about the 
payment of certain bonuses to certain of your employees 

Mr. Dunpar. Yes, sir. 

Mr. Horrman. So far as you know, did any of that bonus money 
ever get into the hands of anyone who could influence your contract 
with the State of Illinois? 

Mr. Dunsar. No, sir. 

Mr. Horrman. Or into the hands of any official or any politician or 
anyone who had influence with the Federal Government ? 
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Mr. Dunbar. No, sir. 

Mr. Horrman. To be helpful in negotiating a contract ¢ 

Mr. Dunpar. No, sir. 

Mr. Horrman. Then you testified, I think, yesterday, in answer to 
a question on these plane trips, that no politici ian ever rode with you? 

Mr. Dunpar. Yes, sir. 

Mr. Horrman. You have heard what has been said here about per- 
jury and contempt proceedings. I wonder if you do not want to 
perhaps vary that answer because public officials are rather a wide 
assortment. It goes from the President down to the duties of the 
justice of the peace. 

Did you know the status of those people who went to the football 
games with you? 

Mr. Dunpar. To the best of my knowledge. 

Mr. Horrman. Do you know of anyone you ever took on any of 
those trips who had any influence in negotiating a contract ? 

Mr. Dunpar. No, sir. 

Mr. Horrman. As I understand you, you knew Mr. Nickell. You 
went with this party fishing. Were there any other party officials 
on that party other than Mr. Nickell ? 

Mr. Dunpar. Mr. Wolfe and Mr. Washam. 

Mr. Horrman. And Mr. Wolfe went along? 

Mr. Dunpar. Yes, sir. 

Mr. HorrmMan. 2 ou do not know who suggested the trip? 

Mr. Dunpar. I don’t care. 

Mr. Horrman. Are you all fishermen ? 

Mr. Dunsar. Well, we try to be. 

Mr. Horrman. You went to Canada? 

Mr. Dunpar. Yes, sir. 

Mr. Horrman. And where? 

Mr. Dunpar. It was a few miles from Soo Lookout. 

Mr. Horrman. And what is the rate of the camp ¢ 

Mr. Dunpar. I don’t recall offhand. 

Mr. Horrman. In any event, did you all share equally at the time 
all expenses of the tr ip! 

Mr. Dunpar. Yes, sir. 

Mr. Horrman. And was any of the money which you paid for 
bonuses or for trips so far as you know ever used in the purchase of 
either fur coats, deep freezers, or hams? 

Mr. Dunsar. No, sir. 

Mr. Horrman. You know there is a determination I think by the 
Congress over here, it is in the record, that it is not improper for busi- 
ness concerns to give hams if they do not exceed a certain weight. I 
have forgotten the exact weight. 

Mr. Founratrn..That is a matter of opinion. I do not think Con- 
gress ever placed a stamp of approval on gratuities. 

Mr. Horrman. Did you ever knowingly take anyone on a trip or 
go to dinner with anyone or engage in any social or religious activities 
with anyone which you thought ‘would improperly influence them in 
entering into a contract ? 

Mr. Dunsar. No, sir. 

Mr. Fountary. You mean you never did anything for anyone that 
you thought might influence anyone to do anything for you? 

Mr. Dunsar. He spoke of the contract, sir. 
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Mr. Fountain. Well, of course, that is a conclusion whether you 
did it improperly or not. 

Mr. Horrman. You went to Michigan. You did some entertaining 
on that trip; did you not? 

Mr. DunBar. No; it was not entertainment; it was the bare necessi- 
ties. 

Mr. Founrarn. You spent only for the bare necessities of the em- 
ployees that accompanied you on those trips? 

Do you have a general counsel, someone whom you retain from 
year to year? 
~ Mr. Dunpar. Well, we have Mr. Hoff, who handles our trucking, 
and then I hire just whatever attorney I think I might need. 

Mr. Founra1n. Who is your regular attorney ? 

Mr. Dunpar. I just do not have a regular attorney. 

Mr. Fountatn. You just pay him from time to time? 

Mr. Dunpar. Yes, sir. 

Mr. Founta1n. Now I notice a bill from Mr. Voloshen to Dunbar 
& Co. dated March 28, 1955, general retainer of $5,000, disbursements 
$146, leaving a total of $5,146.70. 

Mr. Dunzar. That is for special services, sir. 

Mr. Founrain. In connection with this contract ? 

Mr. Dunpar. Yes, sir. 

Mr. Horrman. In connection with this contract or in connection 

‘ith this investigation ? 

Mr. Dunsar. In connection with our whole business. 

Mr. Founrarn. Mr. Voloshen is a lawyer in New York; is he not? 

Mr. Dunsar. Yes, sir. 

Mr. Fountain. Do you have any business in New York? 

Mr. DunsBar. No, sir. 

Mr. NaveurTon. I notice in the sums paid for the football tickets, 
approximating a little over $900, the checks are made out to P. W. 
Stevens. Who is Mr. Stevens? 

Mr. Dunsar. He was a gentleman who was president of the Quar- 
terback Club who had the tickets in his possession. 

Mr. Naveurton. Is he a friend of yours? 

Mr. DunsBar. A football friend. 

Mr. Naventon. The checks were made out to him. He took them 
in his official capacity with the Quarterback Club? 

Mr. Horrman. So far as you know, did the gentleman you pur- 
chased these tickets from have any influence with the State depart- 
ment of agriculture or the Federal Department of Agriculture? 

Mr. Dunpar. No; he was a very wealthy man. 

Mr. Founrarn. Has he performed past services for you? 

Mr. Dunpar. Yes, sir. 

Mr. Fountain. Your business is entirely in the State of Illinois? 

Mr. Dunsar. Yes, sir. 

Mr. Fountain. The committee stands recessed at the call of the 
chairman. 

(Whereupon, at 2:45 p. m., the committee adjourned subject to 
the call of the Chair.) 








APPENDIX 


EXHIBIT 1A 


Cuicaeo 5, Inx., August 20, 1952. 
To: Mr. M. P. Driggs, Chief, Direct Distribution Division, FDB, Washington, D. C. 
From: O. F. Beyer, Area Field Supervisor, Food Distribution Branch, 


Subject: Transfer of Commodity Distribution from the Illinois Public Aid Com- 
mission to the State of Illinois Office of the Superintendent of Public Instruction. 


We are attaching herewith a report covering the field trip of John J. James to 
Springfield, Ill., during the period August 4 to 7, 1952. 

This report outlines the contemplated plan of operation for the new distributing 
agency in the State. 

Please note that in exhibit 10, letter to recipient agencies, paragraph 2, sentence 
3, the statement is made that “Inasmuch as the allocation of commodities made to 
Illinois are based upon a Federal per capita income from each State, it was the 
opinion of the office that all eligible outlets in the State were entitled to a program 
of equitable distribution.” 

Unfortunately, we were not given an opportunity to review this letter before 
it was issued. The statement, of course, is erroneous and, in addition, several 
statements included in the letter might have been changed. This was discussed 
with the State supervisor and his thinking was clarified. 

Any comments you may wish to make will be appreciated. 


Fietp Trip Report, STATE oF ILLINOIs, AUGUST 4-7, 1952 
J. J. James 


Effective with the start of this fiscal year, the direct distribution pro- 
gram in the State of Illinois will be administered by the office of the superin- 
tendent of public instruction under the direction of Mr. Vernon L. Nickell, State 
superintendent of public instruction. 

The following is an outline of the legal authority under which the new agency 
has assumed responsibility for the administration of this program, the personnel, 
funds, and plan of operation as submitted by the distributing agency. 


LEGAL AUTHORITY 


Illinois Revised Statutes, 1951, section 712.3, chapter 122, page 1182 provides: 
“The superintendent of public instruction is also authorized to enter into agree- 
ments with any governmental agency, school boards, or welfare centers which 
would permit the distribution of surplus commodities or in any other way tend 
to improve the school lunch program. As amended by act approved August 11, 
1949 (L. 1949, p. 1896) .” 

FP—51 


Based on the above legal authority, an agreement form FP-51, was executed 
with the office of the superintendent of public instruction, hereinafter referred 
to as the D/A, on June 13, 1952. A copy of the executed agreement was for- 
warded to the Washington office on June 16. 


ADMINISTRATIVE FUNDS 


In the absence of a definite budget for the operating biennium ending June 
30, 1953, the amount of $20,000 is being earmarked for the administration of 
this program. For the 1953-55 biennium a defihite apprepriation will be re- 
quested in the amount of $42,000. 
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PERSONNEL 


The following represents the personnel as of this date: Harold A. Wolfe, State 
supervisor of commodity distribution; Mrs. Inez Miller, administrative secre- 
tary; Frank Jones, auditor and field representative; Mrs. Enice Estes, clerk- 
typist Miss Elizabeth Roberts, clerk-typist. 

Additional personnel will be added as needed. 

Mr. Wolfe is also chief auditor of the school lunch program for the State 
department of public instruction. 


PLAN OF OPERATION 
I. Agreements 


The D/A will approve all agreements for participation in the direct distribu- 
tion program and for this purpose will use forms DC-1 and DC-2, The D/A is 
well aware of the fact that the department does not require an agreement as 
such but, nevertheless, desires to obtain them. 

Form DC-1 will be used for schools that participate in the national school 
lunch program under the types A and B programs. 

Form DC-2 will be used for all other eligible outlets such as institutions, 
summer camps, child care centers, schools participating in the type C program, 
ete. : 

Agreements will be executed in duplicate and, upon approval and number- 
ing by the D/A, one copy will be returned to the recipient agency together 
with a distribution identification card which will establish eligibility to par- 
ticipate in the various types of donated commodities made available. Following 
are the three types and colors of distribution identification cards: 

(a) Form DC-1-Y: This is a yellow card providing eligibility for schools 
participating in the national school lunch program for A and B type programs 
to receive commodities made available under sections 6, 32, and 416, if any. 

(0) Form DC-2-B: This is a blue card establishing eligibility for institutions, 
summer camps, and child care centers, to receive commodities made available 
under sections 32 and 416, if any. 

(c) Form DC-2-G: This is a green card providing eligibility to schools serving 
hot lunches that do not participate in the national school lunch program, schools 
serving type © only, or schools serving no lunch but desiring use of special 
commodities, to receive such commodities made available under sections 32 and 
416, if any. 


IT. Allocations from area office 


After receipt and acceptance of an allocation from the area office, delivery 
orders will be prepared in the usual manner. The white copy of the D/O will 
be removed from the set, properly posted to the commodity control ledger and 
forwarded to Dunbar & Co., 240 North U. S. 66 bypass, Springfield, the recognized 
distributing outlet for the State of Illinois. The balance of the est will then be 
forwarded to the area office. 


III. Shipment of commodities 


Upon receipt of the wire notice of shipment, the information contained therein 
will be posted to the commodity control ledger. The wire will then be mailed 
to Dunbar & Co. In instances where fast action is required, the informa- 
tion contained in the wire notice will be phoned to Dunbar. 


IV. Receipt of commodities 

Dunbar & Co., at this writing, has provided four warehouses located as follows 
and additional ones will probably be added: 

(a) Chicago: Produce Terminal Cold Storage, 1550 Blue Island Avenue, with 
the warehouse siding on the B. & O. Chicago terminal. This warehouse will 
serve 13 counties. 

(b) Murphysboro: Murphysboro Ice & Cold Storage Co., with the warehouse 
siding on the C. M. & O. Railroad, This warehouse will serve 23 counties. 

(c) Peoria: Peoria Service Co., with the warehouse siding on the C. B. & Q. 
Railroad. This warehouse will serve 23 counties. 

(d@) Springfield: Central Illinois Ice Co., with the warehouse on the Wabash 
Railroad. This warehouse will serve 48 counties. 

Upon receipt of the Government bill of lading after shipment, same will be 
forwarded to Dunbar & Co. for execution and surrender to the agent of the 
delivering carrier. The white copy of the D/O will be completed by Dunbar & 
Co., mailed to the D/A which will execute the completed pink and white copies 
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of the D/O, forward the pink to the area office, retain the white as a permanent 
record, and return the other white copy to Dunbar. 


V. Allocation and distribution to recipient agencies 

(a) The D/A will provide Dunbar & Co. with a distribution identification 
card for each eligible R/A and also the necessary information as to the com- 
modities available, rates and periods of distribution, storage requirements, ete. 

(b) Upon receipt of that information, Dunbar & Co. will prepare a combi- 
nation allocation, request, and receipt form provided by the D/A and designated 
as form Ill. A. R. D. Dunbar & Co., upon completing columns 1, 2, 3, and 4, will 
remove the first copy and forward it to the R/A for completion of column No. 5 
of the original and return to Dunbar. Dunbar & Co. will then complete the 
remaining four copies of the form by completing column No. 5 of the carbon. 
The entire set will then be forwarded to the representative of Dunbar at the 
various Warehouses. 

The delivering carrier, in accordance with commercial practices, will pre- 
pare in tiplicate a delivey manifest for each commodity and upon completion of 
the delivery will properly sign the manifest, retain 1 copy, and send 2 copies to 
Dunbar who will retain 1 copy and forward the other copy to the D/A. 

At the time of delivery, form Ill. A. R. D., will be signed by the R/A. The 
distribution of the remaining four copies will be as follows: 

1. The pink copy will be forwarded by Dunbar to the D/A. 
2. The blue copy will be retained by the R/A. 
3. The yellow copy will be retained by Dunbar. 
4. The blue copy will be retained by the warehouse. 


VI. Charges to recipients 

Dunbar & Co. will bill recipients for each month of delivery, such charges to 
be based upon uniform unit prices. The unit prices as established are based 
upon a survey of prevailing warehouse and trucking rates that exist in the 
State of Illinois at the present time and which are governed and directed by the 
Illinois Commerce Commission. 

The following is a list of the contemplated charges for the handling, storage, 
processing, if necessary, and delivery of commodities to recipients: 
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Cheese: 

Wee, een ee eer J i a eee ae pound__ .08% 

ee OI AS TE RES ED GES REF gh Whe oad el ated hak ee ai”. Tomes .03 
De ee ne ote esd datlmnbclolsch sient achnsbebbsmaed do____ .05 
Dried eggs: 

ee et es ed iid, fa) .04 

Ne ee oe i ant adda di damaeliedbiel es) .04 
Dried milk: 

PS I OR gS EARS EL OTe see ey: OO sti 04 

eres ee ees ke) ee ee Elpcietdide ddges isnt 04 
Dried fruits—sec, 6_____-— Mad a AE pe or Oe ig Te eee, ee ed Oe i: 04 
Mont treme oo 08 i ee a a dé. . &4 
Floney, 6 and 16 pout cafe. 2-22 ss do... .021%4 
Buttoscameeeee (220 Si te es a Se a a a do...  .05%4 
Aiveieei mem ad ss cies ea bushel____—.50 
OE a ed pbetcbbdeeh ealecetbeeceh hhoendbed hundredweight__ 5O 
SCE en) ha lel sd, Sepia abe ease. 2.25 


VII. Records 

The D/A will maintain a commodity control ledger, a commodity inventory 
control ledger, and a county control ledger to record the receipt and distribution 
of all commodities made available to the State. 

The commodity control ledger contains a number of columns which may be 
eliminated in the future but which the D/A desires to maintain at the present 
time, 


63116—56——25 
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The county control ledger is being maintained in conformance with the request 
of the superintendent, Mr. Vernon Nickell. 

Dunbar & Co. will maintain a commodity control inventory ledger by ware- 
houses and a commodity control ledger of delivery of commodities to coincide 
with the records maintained by the D/A. 


VIII. Files 
The necessary recipient and commodity files will be set up and maintained. 
IX. Notification to receipients of change in D/A 


All receipient agencies have or will be notified of the change in the administra- 
tion of the district distribution program in the State of Illinois. 


X. Donated commodity report 

As representatives of the D/A and the school lunch division—field representa- 
tives, auditors, etc.,—visit the various receipient agencies, a donated commodity 
report will be completed. One copy of this report together with a copy of the 
letter from the D/A to the recipient agency will be fordarded to this office. The 
letter from the D/A to the recipient agency will outline the deficiencies noted 
with a request for corrective action, 


XI. Conclusion 


The above is an outline of the contemplated manner in which the program 
will be administered by the new agency. 


XII. Objections of the area office to the plan 


The area office had two objections to the plan of operation : 

(a) All commodities regardless of the receipient agency for which they are 
intended will be shipped directly to the four mentioned warehouses from which 
they will be delivered to the receipients. This includes those commodities which 
eventually will be directed to the State institutions. In the past, such institu 
tions have received full or split-car shipments directly to points of destination 
at no cost to the institutions. The plan, as contemplated, means that the State 
institutions will be compelled to pay the charges as outlined above from the 
warehouse to the destination of the institution. 

(b) Many of the charges as outlined above appeared to be out of line. We refer 
specifically to the contemplated charge of 5 cents per pound of dry beans; $2.25 
per case of shell eggs ; $1.92 per case on the 24/21 cases of nonfat dry milk solids ; 
and the prices on the No. 2 and 24% cans. 

In response to a request from this office, Harold A. Wolfe, state supervisor of 
commodity distribution, called at the area office on August 15, and the objections 
were reviewed with him. 

He stated that under the new system, preference would be given to schools in 
the distribution of all commodities; that in the event quantities remained over 
and above school requirements, half and/or full cars of commodities would be 
offered State institutions for direct shipment provided they proved in advance 
that they possessed the necessary storage facilities to handle the commodities. 

it would be well to keep in mind in regard to the charges that Illinois must 
deal with union labor, truckers, etc., whereas the State of Michigan is not faced 
with the same situation. The Illinois charges follow the same pattern as those 
in Michigan which State charges 4 cents per pound on beans, for example. Mr 
Wolfe advised that the charges are purely experimental; that it is the desire of 
Mr. Nickell to deliver commodities to the schools as cheaply as possible ; that the 
charges will be reduced the minute this can be done; and that no unreasonable 
profit will be made by anyone on the handling of commodities. Mr. Wolfe further 
stated that the charge on the 100 pound bag of beans would be reduced to 4 
cents and that if beans were processed the charge would be 5 cents; that the 
price on dried milk would definitely be reduced to bring it in line; that discussions 
would be had with the trucking concerns for the purpose of determining whether 
or not the prices on canned goods could be further reduced. The charge on eggs, it 
appears, is not out-of-line taking into consideration the fact that the in and out 
handling charge is approximately 22 cents per case plus 94 cents per hundred 
weight for trucking plus $1.50 per shipment regardiess of the number of cases 
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EXHIsiT 2A 
STATE OF ILLINOIS, 
OFFICE OF THE SUPERINTENDENT OF PUBLIC INSTRUCTION, 
Springfield, August 21, 1952. 
Mr. OscaR BEYER, 
Field supervisor, Food Distribution Program Branch, 
Production and Marketing Administration, 
Chicago, Ill. 

Deak Mr. BEYER: Pursuant to our conference relative to unit price charges 
established by the Illinois State Agency for the handling, warehousing and de 
livery of Government donated commodities, | am furnishing the following in- 
formation to substantiate the establishment of said unit prices. 

As 1 stated at the time of our meeting, the various costs and tariff that exists 
in Illinois and the various charges involved as established by the warehouses in 
the State, that are controlled by a uniform tariff bill and considerably higher 
than many of our surrounding States and in addition various union regulations 
and restrictions, and more demanding than they are in other States, which in- 
creases the costs of delivery and handling in Illinois. As I also stated to you Mr. 
Nickell has discussed our newly established system of distribution with a great 
many school people and I have done the same and they are of the opinion that to 
assure the schools an equitable distribution of commodities that the costs as 
now established are not considered to be excessive, however, they feel and think, 
the Illinois State Agency, after a fair trial period, should find that delivery costs 
ona unit price can be reduced, they will be accordingly. 

In further support of our unit prices, as established by the Illinois State 
Ageney, after discussing the subject with Dunbar & Co., the distribution outlet 
for Illinois, we have received the following statement in support of the estab- 
lished prices, which I quote in its entirety as follows: 

Aveust 20, 1952. 
Mr. HAROLD WOLFE, 
State Supervisor of Commodities, 
Room 201, Centennial Building, Springfield, Ill. 

DeaR Mr. WOLFE: In support of the unit price schedule for the State of Illinois, 
1 would like to submit the following information : 

Mr. L. W. Hinton, county superintendent of schools of Sangamon County, at 
the request of myself and Mr. Ray Duncan, county superintendent of schools of 
Crawford County, attended a meeting of several county superintendents in the 
southeastern part of the State and discussed the new method of handling com- 
modities and the price schedule with them. Mr. Hinton reported that these 
county superintendents without exception were very much in favor of the new 
method of distribution and did not feel that the price schedule was excessive. 
Mr. Hinton also talked to numerous county superintendents of schools at a 
statewide meeting and reported that he did not receive any comments of dis- 
satisfaction with the proposed program. 

I would also like to point out that the warehousing costs in the State of 
Illinois which include charges for processing in-and-out handling and monthly 
charges (a partial month is charged as a full month) is very high, which fact 
can easily be verified by a study of such schedules. Another thing which must 
he considered in the unit cost is the fact that the warehouse locations and points 
of delivery will in many cases necessitate interwarehouse transfers of many 
commodities in order to insure a fair and equitable distribution throughout the 
State. In regard to warehousing costs we must take into consideration a number 
of extra charges which will be incurred in the form of minimum charges on all 
sinall shipments, 

Another thing to be considered are the special licenses which will need to be 
purchased by the commercial outlet to enable delivery within cities requiring 
such license. Extra expense will also be incurred to meet labor requirements in 
various cities under “closed city” law, which necessitate taking on local union 
men to unload regardless of the fact that our men are capable and qualified to 
do the job. 

The underlying philosophy of this program is to insure the schools of the State 
of Illinois, a fair and equitable distribution of commodities at the lowest pos- 
sible cost. I know that you realize that it is practically impossible to accurately 
determine a unit price schedule without a fair trial. Therefore, I suggest that 
the schedule which has been presented be given a fair trial of at least 90 days 
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with the assurance that if at that time it is determined that the price can be 
reduced, it will be done. 
Sincerely, 
JAMES W. DUNBAR. 
I sincerely trust that this information will for the present time substantiate 
prices as established in Illinois. 
Very truly yours, 
HAROLD A. WOLFE, 
State Supervisor, Commodity Distribution. 


ExuHIsit 3A 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
PRODUCTION AND MARKETING ADMINISTRATION, 
Chicago, Ill., August 26, 1952. 
Mr. Harotp A. WOLFE, 
State Supervisor of Commodity Distribution, 
State Department of Public Instruction, 
Springfield, Ill. 

DEAR Mr. WotreE: This will acknowledge with thanks your letter dated August 
21 relative to the charges established by your agency for the handling, ware- 
housing, and delivery of Government-donated commodities to recipient agencies. 

We are wondering whether or not any changes have been made in the specific 
items mentioned on your recent visit to this office. We refer to the present charge 
of 4 cents per pound on section 32 nonfat dry milk solids which amounts to $1.92 
on a case of 24 No. 2 cans; 5 cents per pound on dry beans; $2.25 per case on shell 
eggs; 96 cents per case on the No. 2 cans; and $1.08 per case on the No. 2% cans. 

It was our understanding that the charge on dry beans would be reduced to 
4 cents per pound if not processed, and 5 cents per pound if processed. 

Clarification will be appreciated. 

Very truly yours, 
/s/ O. F. Beyer, 
QO. F. BEYER, 
Area Field Supervisor, Food Distribution Branch. 


ExHIBIT 4A 
SEPTEMBER 4, 1952. 
Mr. Oscar BEYER, 
Field Supervisor, Food Distribution Programs Branch, 
Production and Marketing Administration, 
Chicago, Ill. 

DEAR Mr. Beyer: This will acknowledge your letter of August 26, and the 
following points of information. 

1. In my opinion no correction need be made in the present charge for section 
32 nonfat dry milk solids as I am of the opinion that the State agency will not 
receive this commodity for the coming school year. 

2. With reference to charges per case lot on No. 2 and 2% cans, you will note 
in my letter of August 21, that the charges on these items will remain the same 
for a trial period of 90 days in order for us to establish whether or not these items 
can be properly reduced. You may rest assured that if we find that reduction 
can be made before the 90-day period, such reduction will be made and we will 
immediately notify you. 

3. With reference to the per case charge on shell eggs, it was my understanding 
during my visit to your office, that from your own observation and information 
obtained, that this price should stay at the specified amount until a trial period 
had been given. 

4. With reference to the charges on dry beans, please be advised that beans not 
processed will be charged at the rate of 4 cents per pound and the 5 cents a pound 
charge will only occur when processing is necessary. Here again these prices 
are based upon a 90-day trial period. 

May I further point out for your information that all billing to the individual 
recipient agency will be based upon net weight, however charges to the distribu- 
tion outlet for warehousing and trucking facilities will be charged on gross weight 
for deliveries made. 
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I trust that the above information will somewhat clarify the problem of Illinois 
charges. 
Very truly yours, 
HAROLD A. WOLFE, 
State Supervisor, Commodity Distribution. 


Exuisit 5A 


Curcaeo 5, Inx., October 28, 1955. 


To: C. Roy Murphy, Chief, School Lunch Division; M. P. Driggs, Chief, Direct 
Distribution Division; Food Distribution Branch, Washington, D. C. 
From: O. F. Beyer, Area Field Supervisor, Food Distribution Branch. 
Subject : Area Office Visit—Harold A. Wolfe. 
We were pleased to have Harold A. Wolfe, Illinois, with us for about an 
hour and a half on Thursday, October 23, 1952. 
The following covers the discussions which took place regarding various 
aspects of the school-lunch and direct-distribution programs: 


ADMINISTRATIVE REVIEWERS 


Under Stelle Graff’s administration administrative reviewers were allowed 
considerable latitude with respect to itineraries. Mr. Wolfe advised that he 
is now definitely and firmly, month by month, fixing the itineraries pretty much 
along the lines used in the area office. He is even considering the possibility of 
shifting areas covered by each of his reviewers. 

We have been trying for a long time to accomplish these changes and now at 
least the ‘free lance” review travel has been ended. 


MEETING NUTRITIONAL REQUIREMENTS 


Following the Midwest area conference, Harold Wolfe decided to insist on 
systematic menu analysis. He has made the menu analysis outline a part of his 
administrative review form and is apparently getting pretty tough about the 
whole thing. If the menu analysis shows that requirements are not being met 
he actually witholds payment of the current claim until word is received from 
the sponsor that corrective measures have been taken. 


ASSISTANT TO HAROLD WOLFE 


Mr. Wolfe has received permission from the State superintendent of public 
instruction to engage an assistant. Since he has already picked the man, the 
engagement should take place at once we were told. The plan is for the assist- 
ant to take over the fiscal and auditing work formerly done by Wolfe. 

We have not as yet been advised of Harold Wolfe’s new title. At present he 
is acting director, school lunch program, and State supervisor of commodity 
distribution. We are expecting word from Vernon L. Nickell, State superin- 
tendent of public instruction, re Wolfe’s title. 


COMMODITY DISTRIBUTION CHARGES 


We consider some of the Illinois charges too high. Assurance was again given 
by Harold Wolfe that the entire charge structure will be reviewed at the end 
of 3 months’ experience. 

The first distribution covered 1,600 schools and included the following items: 
Pork Tomatoes Cheese 
Dried Milk Canned Beans Shell Eggs 
Dried Beans Canned Peas 

It is very evident that the Illinois State agency will be obliged to heed our 
admonitions regarding door to door delivery charges since, according to Harold 
Wolfe, “about 75 complaints were received.” These complaints have reached 
Mr. Nickell’s desk. According to Mr. Wolfe the State superintendent is watching 
the situation very closely. 


INSURANCE ON FEDERALLY-DONATED COMMODITIES 


The trucking company handling commodities for the State agency is carrying 
insurance on all commodities because warehouses do not cover and require storer 
to do so, The insurance adds to the cost of handling. Is such insurance nec- 


essary? 
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FISH DEMONSTRATIONS 


These demonstrations are continuing. Harold Wolfe advised that many fa- 
vorable reactions are being reported. He personally, however, feels that too many 
demonstrations have been planned and over too long a period. “It ties up too 
much of my field staff but I’ll go along” was his final comment. 

Because of the heavy workload Harold Wolfe reported that he would not at- 
tend the School Food Service Conference on the west coast. 


EGGS 


Shell eggs which were recently inspected will be distributed to institutions 
only. Special care will be exercised to handle properly. 





EXxHtIpsit 6A 


Unirep STATES DEPARTMENT OF AGRICULTURE, 
PRODUCTION AND MARKETING ADMINISTRATION, 
Chicago 5, IU., January 28, 1958. 
Mr. VERNON L. NICKELL, 
Superintendent of Public Instruction, 
State Department of Public Instruction, 
Springfield, Jil. 

DEAR Mr. NICKELL: We wish to express our appreciation to you and your 
coworkers for the courtesies and cooperation extended to John J. James during 
last week’s analysis of the direct distribution program operations in your State. 

We are listing in detail the following recommendations as a result of the 
analysis: 

1.That all changes made on the Form Ill. A. R. D., Allocation, Request, and 
Receipt Form after received from recipients as a commodity request, be initialed 
A considerable number of those forms were found on which the figures in column 
5 of the copies had been changed and not initialed. 

2. That the commodity inventory control ledger be maintained on an up-to-date 
basis. The data necessary to bring this ledger in an up-to-date condition had been 
assembled in the form of work sheets but no postings had been made to the ledger. 

3. That the procedure originally planned be placed in operation whereby your 
office receives from Dunbar & Co. a copy of each distribution manifest; that the 
receipts be checked against the manifests; and that adjustments and reconcilia 
tions be made, if necessary. At the present time a recap is made of the receipts 
by your office by county. <A recap is then made of all counties to obtain totals; 
the totals are then compared with those of Dunbar & Co. and errors run down 
This, actually, represents a comparison of book inventories. This procedure will 
also reduce considerably the workload in your office. 

4. That an actual physical inventory be taken by your office of the commodities 
on hand at the warehouses at the end of each month and that the inventories so 
obtained be compared with the book inventory record. It is our understanding 
that a physical inventory was made as of December 31, 1952, by your office for 
the first time since operations were started. This should be made a regular 
monthly practice. 

5. That this office be furnished with an original and one copy of the December 
31 audit together with two copies of your letter to Dunbar & Co. which, among 
other things, should call for an explanation of the shortages and overages re 
vealed in the audit. 

6. That this office be advised when the transfer was consummated of 6 cases 
of section 32 honey from the Cathedral Boy’s High School to the Ball Township 
High School community unit district No. 5, Glenarm, Ill. 

7. That a return visit be made to the Pawnee community unit district No 
11, Pawnee, Ill., within the next 60 days, for the purpose of determining whether 
or not the school is heeding the request that commodities be used on a first-in, 
first-out basis. 

8. That the 9 cases of orange juice received last year by the Hazel Dell Schoo), 
West Shore Drive, route 3, Springfield, be transferred to another eligible schoo 
which is in a position to utilize it. In addition, this school had on hand, among 
other items, 2 cases of section 6 canned tomatoes which were 4 years old, and 
2% cases of dried prunes, both of which items appeared to be in good condition. 
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The cook advised that she would make immediate use of those items. It is re- 
quested that this be followed through to a conclusion. The storage room at 
this school was in a topsy-turvy condition with no semblance of order. It is 
doubtful if the cook knew just what commodities were on hand. It is recom- 
mended that this and all programs be required to maintain an up-to-date inven- 
tory. We will appreciate receiving copies of your letter to this sponsor. 

9. That commodities, in the future, for the Talbot School, route 1, Pleasant 
Plains, which is under the jurisdiction of the Pleasant Plains community dis- 
trict—O. W. Young, superintendent—be delivered to the Pleasant Plains High 
School and parcelled out as needed. This recommendation stems from the fact 
that the Talbot School does not possess adequate or safe storage facilities as 
is evidenced by the fact that in November the school lost through theft approxi- 
mately 20 dozens of shell eggs and 1 case each of canned beans and peaches in 
addition to other purchased items. In addition, the commodities at the Pleasant 
Plains Grade School were stored in an open hallway and in the dining room, 
neither of which were under lock. 

10. That Mr. John Churchill, superintendent, Rochester Community Unit 
School, Rochester, be again cautioned not to use frozen turkeys as the meat 
course in a supper to be served next month, the profits of which supper would 
revert to the school-lunch program. This recommendation stems from the fact 
that the school lunchroom manager, Mrs. Lobdale, stated that Mr. Churchill sug- 
gested turkeys be served on that evening. She, of course, was apprised of the 
regulation in this instance. 

11. That all recipient agencies be apprised of the proper and safe manner in 
which commodities should be stored. We understand that Mr. Wolfe will bring 
this subject to the attention of the recipient in the next monthly newsletter 
from your office. 

2. That consideration be given to the reduction of charges to recipients in 
accordance with the statements previously made that the charges would be 
reduced after a 90-day trial period provided it was possible to do so. We are 
still of the opinion that the charges on dried beans and nonfat dry milk solids 
are high. 

13. That a satisfactory explanation be obtained from Dunbar & Co. regarding 
the apparent shortage of seven cases of canned tomatoes at the Springfield ware- 
house. A physical inventory taken January 22 compared with the delivery 
manifests of deliveries already made or about to be made indicated a shortage 
of seven cases. 

14. That receipts be obtained each time a commodity changes hands until it 
reaches a point at which it will be prepared for consumption. This recommenda- 
tion stems from observations made at the following two lunch program opera- 
tions: (1) Springfield High School under the management of Miss Rita Devlin, 
who also supervises the lunch programs at 2 other high schools and 10 ele- 
mentary schools. Commodities are received at the Springfield High School, 
menus are prepared, and sufficient quantities of commodities are distributed to 
the other schools to permit preparation and servings of those menus. No receipts 
are obtained of tne commodities issued to those schools (2) Ball Township 
Community High School district No. 5, Glenarm, Il., under the supervision of 
Mrs. Clifford Colean, who also supervises the lunch programs at the Chatam and 
North Crows Mill schools. Commodities are received at the Ball Township 
school and distributed in turn to the other two schools. Although an excellent 
record is maintained by Mrs. Colean of the commodities issued to the other 
schools, receipts are not obtained for those commodities. It is quite likely that 
similar instances exist throughout the State, especially where community dis- 
tricts are involved. Instructions should be issued immediately on this important 
phase of the distribution program. 

15. That consideration be given to the inauguration of a salvage container 
program prior to the start of the next fiseal year. 


It will be appreciated if you will advise the action taken on the above recom- 
mendations, 
We are taking the liberty of forwarding a copy of this letter to Mr. Wolfe. 
Thank you for your cooperation. 
Yours very truly, 
O. F. BEYER, 
Area Field Supervisor, Food Distribution Branch. 
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ExHIBiIt 7A 





OFFICE OF PUBLIC INSTRUCTION, 
Springfield, February 20, 1958. 
Mr. Oscar BEYER, 
Fietd Supervisor, Food Distribution Programs Branch, 
Production and Marketing Administration, Chicago, Ill. 

DeaR Mr. Beyer: This will acknowledge receipt of your letter of January 28, 
1953, addressed to Mr. Vernon L. Nickell, which has been referred to me for 
reply. Following is the action that has and will be taken in conjunction with 
items outlined in your letter. 

1. The recommendation embodied in this item had been corrected before the 
Visitation of your representative, Mr. John J. James. This was noted, that 
changes on allocation, request, and receipt forms were not initialed and this 
office brought it to the attention of Dunbar & Co., who immediately notified 
all of his employees, in handling these forms, that such changes must be initialed 
and they will not be accepted at this office unless they are so properly initialed. 

2. The reason that the commodity inventory control ledger had not been 
posted up to date, was caused by the physical audit conducted as of December 
31, 1953. Various errors were noted in this audit and this office was informed 
by Dunbar & Co. that explanation could be made of some of the noted errors 
and therefor the posting to the ledger was withheld until this office received 
these available explanations. Upon receipt of these explanations, commodity 
inventory control ledger was posted to date. 

3. The procedure originally planned was based upon a delivery manifest, 
however, inasmuch as the office of public instruction must prove its statistical! 
information on a county basis, I instructed my employees to post each individual 
receipted invoice to our county set up, which system did not require the use 
of a manifest of delivery. However, it is most evident that the use of a delivery 
manifest will eliminate a great deal of posting work and we have reverted to 
the original planned procedure and a manifest is now being utilized. 

4. Recommendation in item 4 is beyond the scope of this office, inasmuch as 
our personnel is limited and a physical inventory in the existing warehouses 
could not be accomplished on a monthly basis. This office will conduct an audit 
on receipts and deliveries for each month of operation and use a balanced book 
inventory as a basis. At the end of each 4 months period, physical inventory 
will be made for all commodities at all existing warehouses and a demand for 
a detailed explanation of all overages and shortages will be made of the dis- 
tribution outlet. 

5. Copies of the physical inventory audit report as of December 31, 1953, 
together with copies of letters to the distribution outlet, relative to shortgages 
and overages have been forwarded to your office. 

6. Attached find copy of a letter received in this office, which completes the 
transfer of the six cases of honey from the Cathedral Boy’s High School, 1427 
North Eighth Street, Springfield, Il. 

7. Attached find copy of letter received from the principal of the Pawnee Com- 
munity School Unit No. 77 in reply to my letter of January 22, 1953, copy of 
which was furnished to your office, relative to the use of commodities on a first-in- 
first-out basis. The use of these commodities are being checked through the 
county superintendent and an assignment for a visit will be made by this office, 
at a later date. 

8. This office has been advised by L. W. Hinton, county superintendent of 
schools, Sangamon County, that the nine cases of orange juice to be transferred 
from the Hazel Dell School, has been completed and the receipts for the transfer 
will be furnished the State agency, within the next few days. No letters are 
being forwarded to the sponsor with reference to the storage for the reason that 
a field supervisor will be assigned to conduct an administrative review of this a 1 
school lunch program in general. 4 t 

9. A field supervisor will be assigned to conduct an administrative review of ; ( 
the Pleasant Plains Community Unit School District in order to obtain a detailed é 
report of the overall program operation and particular attention will be paid to = i 
the storage of Government donated food commodities. . 

10. Attached find copy of a letter addressed to Mr. John Churchill, super- ; i 
intendent of the Rochester Community Unit School, Rochester, Ill. 4 i 

11. All participating schools have been notified through special bulletins and : h 
particularly in our January newsletter, the proper manner in which Government- ¥ 
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donated food commodities should be stored to obtain the most efficient utilization 
of the commodities received. 

12. It is the opinion of the State agency that due to extenuating circumstances 
that exist in received commodities in various unit weights, rates on the unit 
delivery charges established in Illinois will be in effect for the entire school year. 
I believe your agency is aware of the fact that a reduction of unit rate charges 
could only be accomplished if the tonnage of commodities received was greatly 








































28, increased. Consideration of a reduction in the rate charges will be given for the 
‘or ; next school year and in order for this consideration to be put into effect, we would 
th ; appreciate being notified by the agency the commodities that will be available 
for the next fiscal year and the amount of tonnage we will expect to receive. 
he j 13. On the day of Mr. James’s visit for a physical inventory at the warehouse at 
at ; Dunbar & Co., he was advised before taking the inventory that there would be a 
lis 7 shortage of seven cases of canned tomatoes. He was further advised that this 
ed 3 shortage could not be explained until the trucks making deliveries, that had been 
led : loaded from this warehouse, returned the manifests and signed receipted invoices. 
ac. & This shortage will be taken up when the State agency completes its audit report 
en , for January deliveries, which is now in the process of being completed. 


14. Illinois bases its reimbursement to sponsoring schools and its distribution 
of Government-donated food commodities in conjunction with recognized and ap- 
proved sponsors, who in general are recognized school officials in the State, there- 
fore, the distribution of Government-donated food commodities to unit centers 
are made to such recognized sponsors and the responsibility of proper utilization 
of the commodities received is charged to a recognized representative or sponsor 
of the program. Before delivery can be made to a unit district, covering more 


eal than one school, sponsor must assure the State agency that they have full final 
nal control and buying powers together with centralized recordkeeping, substantiated 


by an inventory control before such one stop deliveries are approved. It is the 
opinion of the State agency that with the establishment of a detailed inventory 
control by a responsible school official, that such inventory control is sufficient 
for the final utilization of the commodities delivered. Regulations indicate that 


nh tO 
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as an accountability is required on level of distribution. Upon this basis the State 
ses agency considers the level of distribution to occur when the recognized sponsor 
dit assumes the responsibility of the commodities delivered. 


15. Minois State agency would be most happy to consider a salvage container 
program, providing the Federal agency informs us as to what type of container 
commodities will be delivered in for the coming fiscal year. Further it is the 
opinion of this office that the cost of delivering such salvage to a central point 
will be exorbitant due to necessary union labor that must be utilized in trucking 
in Illinois, as you are well aware. 
ges 3 Trusting that this information will complete the results of your administrative 
analysis of our direet distribution program, I remain 

Very truly yours, 


—_ bh 
| 
RIDE Ns A RAST AER ba 


Harorp A. Worrr, 
Acting Director, School Lunch Program. 
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fice, UNITED STATES DEPARTMENT OF AGRICULTURE, 
PRODUCTION AND MARKETING ADMINISTRATION, 

- of ‘ Chicago 5, I1., February 27, 1953 

red Mr. Harotp A. Wo rrr, 

sfer State Supervisor, Commodity Distribution, 

are 4 State Department of Public Instruction, Springfield, T11. 

chat ‘ Dear Mr. Worre: This will acknowledge with thanks your letter dated Feb- 

this §— 4 ruary 20 in which is set forth the action which has been or will be taken on 


the various recommendations resulting from the recent administrative analysis 
y of ‘ of the direct distribution program operations in your State. 


iled At the ontset, we wish to express our appreciation for the prompt manner 
A to in which most of the recommendations have been disposed of. 


A OPED gst 


Perhaps our recommendation No. 4, physical inventory, was not stated as 
per- ie it should have been. Our recommendation in that regard is that a physical 
inventory should be taken not necessarily by representatives of your office but 
by representatives at the various warehouses; that such inventory should be 





and 
ent- 
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forwarded to your office each month and reconciled with the book inventory 
in your office. We now understand that this is a practice established by your 
office and that, on occasions, your office is furnished physical inventories more 
frequently than once each month. 

In regard to recommendation No, 14 the obtaining of receipts each time a 
commodity changes hands until it reaches the point at which it will be pre- 
pared for consumption, we wish to reiterate the statement contained in our 
letter of January 28 that instructions should be issued immediately that re- 
ceipts must be obtained at the last point of distribution. We still insist that 
receipts must be obtained in those instances where distributions are made 
from a central office to one or more schools under the jurisdiction of that office. 
The Springfield distributions made under the supervision of Miss Rita Devlin 
afford an example. In this connection, we are attaching a copy of our memo- 
randum to distributing agencies dated April 17, 1952, and also a copy of the 
memorandum from our director, Mr. Leonard R. Trainer, dated May 21, 1952, 
to all area field supervisors, both of which outline the policy of the Depart- 
ment with respect to receipts. Until satisfactory action is taken on this rec- 
ommendation, we will not be in a position to recommend to the Washington 
office the closing of this file. 

Your cooperation to that extent will be appreciated. 

Yours very truly, 
O. F. Breyer, 
Area Field Supervisor, Food Distribution Branch. 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
PRODUCTION AND MARKETING ADMINISTRATION, 
Chicago 5, 1ll., April 17,1952. 
To: State Direct Distribution Agencies. 
From: O. F. Beyer, Area Field Supervisor, Food Distribution Branch. 
Subject : Receipts for USDA Donated Commodities. 


When reviewing centralized or consoliated school lunch operations wherein 
donated commodities are received and redistributed by a central unit to partici- 
pating units under its jurisdiction, we have found qutie often that the central 
unit does not obtain receipts for such commodities. 

Our procedure specifically provides that the distributing agency will main- 
tain proper accountability for the distribution of donated commodities includ- 
ing receipts at all levels of distribution. While it is preferred that such receipts 
will be maintained at the office of the D/A in order to facilitate review, it will 
be sufficient so long as such receipts are maintained at a level not below the 
last point of distribution. In the case of centralized or consolidated operations, 
the last point of distribution is considered the central unit which effects distri- 
bution. 

We are not recommending any prescribed form to be used in obtaining the 
receipts. The purpose of this memorandum is to bring to your attention the 
necessity of obtaining such receipts and having them on file at the central unit 
for review purposes. 

Please advise what action is taken in this connection. 


ExnHisit 9A 


OFFICE OF PUBLIC INSTRUCTION, 
Springfield, T11., March 6, 1958. 
Mr. Oscar BEYER, 
Field Supervior, Food Distribution Programs Branch, 
Production and Marketing Administration, Chicago, IU. 


DeaR Mr. Beyer: This will acknowledge receipt of your letter of February 
27, relative to the recommendations resulting from an administrative analysis 
of the direct distribution program in Illinois. 

With reference to recommendation No. 4, physical inventory, please be advised 
that since January 1, 1953, the distribution outlet has established a system 
whereby in the Chicago warehouse a physical inventory is conducted in con- 
junction with the warehouse at the close of each business day and the results 
of these daily inventories are forwarded to the Springfield office of the distri- 
bution outlet, at the end of each week. In the Springfield warehouse a weekly 
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inventory is taken and established in conjunction with commodities on hand 
and delivered. 

With reference to recommendation No. 14 attached find copy of a letter 
forwarded to all sponsors who receive one-stop deliveries of commodities that 
are utilized in one or more schools, which I believe you will find self explanatory. 

Trusting that this information will clarify and conclude the resultes of your 
recent administrative analysis, I remain 

Very truly yours, 
HAROLD A. WOLFE, 
Acting Director, School Lunch Program. 


STATE OF ILLINOIS, 
OFFICE OF THE SUPERINTENDENT OF PUBLIC INSTRUCTION, 
Springfield, February 18, 1953. 
Subject: Receipt and transfer of commodities between units under same 
sponsorship. 


DeaR Sponsor: As a precautionary measure, your attention is directed to a 
Federal regulation with reference to one-stop deliveries of Government donated 
food commodities to be utilized by more than one school. 

Regulations in general stipulate that receipts must be obtained each time a 
commodity changes hands until it reaches a point at which it will be prepared for 
consumption. 

Therefore, in order that you may properly conform with this regulation, it 
is suggested that in your overall control of Government-donated food commodities 
received in one delivery, to be used by more than one school, that you obtain a 
receipt from each school that you assign and deliver a portion of the original 
commodities delivered to you, as sponsor for the schools under your jurisdiction. 

Your cooperation in this respect will be appreciated. 

Very truly yours, 
HAROLD A, WOLFE, 
Acting Director, School Lunch Program, 


EXHIBIT 10A 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
PRODUCTION AND MARKETING ADMINISTRATION, 
Chicago, Ill., April 30, 1953. 
Mr. VERNON L. NiICKELL, 
Superintendent, Office of the Superintendent of Public Instruction, 
Springfield, Il. 

Dear Mr. NICKELL: An audit has been completed of the direct distribution pro- 
gram administered by your agency, covering the period September 1, 1952, to 
February 27, 1953, inclusive, and assigned the number M (5)3—Illinois—S800. 

The audit was conducted by the Office of Audit, Production and Marketing 
Administration, for the purpose of determining whether the provisions of our 
agreement with your agency had been complied with, pertaining to (a) distribu- 
tion of donated commodities to eligible recipient agencies within the maximum 
rates allowable by the Production and Marketing Administration, and (h) main- 
tenance of adequate records to provide control and accountability for the receipt 
and distribution of commodities. 

The result of this audit revealed the following shortages which were not 


accounted for as of February 27 and the monetary value of such shortages: 


. | 
Transporta- | 
tion cost, Total cost 
total 


Commodity 
cost per bag 
or case 


Amount of 


loss 


Commodity 


Commodity cost, total 


Beans, canned 1 case 3. Of $3. 90 
Cheese do 5 12.5 
lomatoes 7 cases 3. 2 23. 03 
romato paste 2 cases 5. 75 11. 50 
Bacon. 2 boxes 4% 46. 02 
Pienics “— 11270 


Total j 209. 74 
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Section 10 of your agreement and/or contract with Dunbar and Co. provides 
the “The Outlet agree to assume the responsibility for any losses or damage to 
commodities incurred during the distribution to recipients * * *” 

We, therefore, have no alternative but to request that your agency either (1) 
replace the commodities through purchase and to place them back into distribu- 
tion channels, or (2) remit to this office a check in the amount ef $218.52, made 
payable to the Treasurer of the United States. 

It is recognized that overages were reported by the auditor and that some of 
these overages may serve to explain some of the shortages. We cannot, however, 
credit overages of one commodity against another because of similarity of con- 
tainers, or on a cost basis. It may, however, be possible for your agent—Dunbar 
& Company—to obtain more accurate receipts which would serve to explain the 
shortages and thereby reduce the claim. 

You will note that we are not making claim for the dried beans, which accord- 
ing to Mr. Dunbar’s letter which you transmitted to us on March 6, were damaged 
in transit, or for the cheese, which was damaged by rodents. Mr. Dunbar should 
be informed, however, that such damage is subject to claim and that our action 
is based on the understanding that steps will be taken to avoid similar losses in 
the future. 

We are attaching copies of congressional inquiries received by our Washington 
office, which serve to emphasize the fact that we must insist on accurate account- 
ing practices and that schools must receive the exact commodities they have been 
advised are available for allocation. 

Please be assured that we are not being critical of the operations of either 
your agency or of the operations of Dunbar & Co. We recognize that you have 
had only limited experience in dealing with this type of program. In light of 
the criticisms direct against the program, however, as evidence by the congres- 
sional inquiries, positive action to correct deficiencies should be taken as quickly 
as possible. 

We are taking the liberty of forwarding a copy of this letter to Mr. Harold 
Wolfe. 

Your cooperation in effecting prompt settlement of the foregoing claims, and 
your advice regarding the action which has been taken to bring your books into 
adjustment on the overages reported, will be appreciated. 

Yours very truly, 
O. F. BEYER, 
Area Field Supervisor, Food Distribution Branch. 


EXHIBIT 11A 


May 21, 1953. 
Mr. Oscar BEYER, 
Field Supervisor, Food Distribution Programs Branch, 
Production and Marketing Administration, Chicago, Il. 


DEAR Mr. BeYER: In response to your letter of April 30, I am enclosing a check 
No. 2335 drawn on the First National Bank of Springfield, Ill, made payable to 
the Treasurer of the United States in an amount of $218.52 to compensate for 
the value of shortages revealed by an audit report of Government-donated food 
commodities distributed in Illinois as of February 27, 1953. 

In light of the volume of commodities distributed by the Illinois State agency 
and shortages that amount to less than one-tenth of 1 percent, it is the opinion 
of this agency that the accounting practice is as accurate as can humanly be 
made, I believe both your office and the Washington office is aware of the fact 
that private industry, that conducts distribution of food commodities, considers 
2 percent shortages as an accepted percent in dealing with volume distribution 
of food commodities, where the human element enters into such distribution. 
1 believe you are aware of the fact that the IUinois State’s agency has taken 
corrective steps each month during this fiscal year to improve and tighten the 
control of the distribution of Government-donated food commodities and through 
the entire fiscal year has furnished your office with an accurate monthly audit 
report as to physical and book inventory balances. 

We are appreciative of the congressional inquiries received by your Washington 
office, however, inasmuch as this is a national program, it is my opinion that 
your Washington office should be aware of the fact that no accounting practice 
or established recordkeeping system will assure the fact that schools will not 
inform this agency or the distribution outlet, when they receive more commodities 
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than they are allocated or when they sign a delivery invoice and indicating that 
they received certain amounts of commodities, yet from the shortages and over- 
ages, we definitely know they could not have received the commodities they 
signed for. 

Proper adjustment will be made in our recordkeeping system to bring the 
entire inventory to a proper balance and when this is accomplished, we will 
inform you. 

Acknowledgment of the attached check will be appreciated. 

Very truly yours, 
Haroup A. WoLreE, 
Acting Director, School Lunch Program, 


EXHIBIT 124A 


UNITED STATES DEPARTMENT OF AGRICULTURE, 

PRODUCTION AND MARKETING ADMINISTRATION, 

Chicago, Ill., May 25, 1953. 
Mr. VERNON L. NICKELL, 
Superintendent, Office of the Superintendent of Public Instruetion, 
Springfield, Ill. 

DEAR MR. NICKELL: This will acknowledge receipt of the letter dated May 21 
from Mr. Harold A. Wolfe, State supervisor of commodity distribution, and the 
attached check in the amount of $218.52 covering the shortages revealed as a 
result of an audit of the direct distribution program operations administered by 
your agency during the period September 1, 1952, to February 27, 1953, inclusive. 

In view of the fact that the recommendation resulting from the audit has 
been disposed of satisfactorily, we are closing the audit file. 

We wish to express our appreciation for the fine manner in which this program 
is being administered by your agency under the able supervision of Mr. Wolfe. 
We also appreciate the problems with which your agency has been confronted 
during the first 6 months of operation and wish to commend you for the splendid 
manner in which those problems are being met and disposed of. 

We look forward to a continuation of this splendid cooperation. 

Yours very truly, 
O. F. BEYER, 
Area Field Supervisor, Food Distribution Branch. 


ExHIsIT 13A 


STATE OF ILLINOIS, 
OFFICE OF THE SUPERINTENDENT OF PUBLIC INSTRUCTION, 
Springfield, August 14, 1958. 
Mr. Oscar BEYER, 
Field Supervisor, Food Distribution Programs Branch, 
Production and Marketing Administration, Chicago, Ill, 


DEAR MR. BEYER: For your information, please be advised that the Illinois State 
agency will reduce the rate delivery charges for dried beans from 4 cents a pound 
to 2% cents a pound and butter from $1.76 a case to $1.44 a case. 

These new rates will apply with the beginning of this school year and the 
September delivery. 

Very truly yours, 
Harotp A. WOLFE, 

Director, School Lunch Program, 


EXxHIsitT 14A 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
PRODUCTION AND MARKETING ADMINISTRATION, 


Chicago, Ill., August 27, 1953. 
Mr. Haroip A. WOLFE, 


Director, School Lunch Program, 
State Department of Public Instruction, — 
Springfield, Ill. 
Deak Mr. Wore: Because you asked to be informed of the fact, we would 
like to take this opportunity to inform you that restitution will be claimed for 
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the section 6 commodities which were distributed to the Sts. Cyril and Methodius 
School, Chicago, Ill., during the 1952-53 school year. These findings were a re- 
- of Audit M(5)3-Ill-801 for the period February 1, 1953, to May 31, 1953, 
inclusive. 
You will be informed at a later date of the exact amount which is due the 
Treasurer of the United States as a result of this distribution. 
Yours very truly, 








O. F. BEYER, 
Area Field Supervisor, Food Distribution Branch. 








EXHIBIT 15A 











UNITED STATES DEPARTMENT OF AGRICULTURE, 
PRODUCTIONS AND MARKETING ADMINISTRATION, 
Chicago Ill., September 4, 1958. 






Mr. VERNON L, NICKELL, 
Superintendent, Office of the Superintendent of Public Instruction, 
Springfield, Iu. 

DEAR MR NICKELL: We regret to inform you that, in connection with the audit 
which was conducted of the direct distribution program operations covering the 
period September 1, 1952, to February 27, 1953, inclusive, we unfortunately 
overlooked a number of shortages which were listed as inventory adjustments. 

It, therefore, becomes incumbent upon us to reopen the audit file. 

The shortages to which we now have reference are those which occurred dur- 
ing the period September 2 to December 31, 1952, inclusive. 

The shortages to which we refer and the value of same are as follows: 
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Cost to Govs| Transporta- Total | Cases | Total 



























Commodit ernment tion cost 2 in- . 
’ per case | per case cost | volved | Ct 
Bacon, smoked nn inciaheieinteiatbibiciaba hace $23. 01 $0. 135 | $23. 145 | 2/| $46.29 
Reans, canned ...--.- cat dea axantna oe 3.99 21 20 | 6| 25.20 
Cheesh, DONNER 0 eso eee 12. 50 .22 | 12.72 16 | 203.52 
Eggs, sell. _......--- Cue che neeot 15. .30 | W 7 
Peas, canned. ....---- eee rari aol 3. a ‘ 
Pork shoulders. - | 22. § . 298 
3. 7 


Tomatoes, canned. 


isdbaniwcenn 





We will appreciate anything you may be able to do to bring these shortages to 
an early adjustment. This may be accomplished by (1) forwarding a check in 
the amount of $754.73 made payable to the Treasurer of the United States, or (2) 
by replacement of the above listed quantities in kind, quality, and value for 
redistribution. 

During the period December 31, 1952, to February 27, 1953, physical inventories 
were taken at the Chicago and Springfield warehouses by representatives of your 
Agency, and the Office of Audit, Production and Marketing Administration. The 
shortages resulting from those inventories were brought to your attention in our 
letter dated April 30, 1953, and a check in the amount of $218.52 was received 
from Dunbar & Co. in payment thereof. 

Thank you for your cooperation 
Yours very truly, 















O. F. BEYER, 
Area Field Supervisor, Food Distribution. 
















ExHrsit 16A 






UNITED STATES DEPARTMENT OF AGRICULTURE, 
PRODUCTION AND MARKETING ADMINISTRATION, 
Chicago 1, Ill., September 14, 1953. 








Mr. VERNON L. NICKELL, 
Superintendent of Public Instruction, 
State Department of Public Instruction, Springfield, Ill. 
Dear Mr. NICKELL: An audit of the direct distribution program operations in 
your State covering the period February 1, 1953, to May 31, 1953, inclusive, has 
been completed and assigned the number M (5) 3-Illinois—801. 
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We are attaching a copy of the audit for your information and files. 

As you will note from the audit, various section 6 commodities were distributed 
during the past fiscal year to the St. Cyril and Methodius School, Chicago, II1., an 
ineligible recipient agency for the reason that it had not been approved by your 
office for participation in the national school lunch program. 

The values of the commodities so distributed are as follows: 


| | | 
Cost to | Transpor- | | 
Govern- tation Total cost Cases Total 
ment per cost per per case | involved cost 
| case 


Commodity 


Beans, canned - : $3. 99 | $0. $4. 20 
Cheese, processed ‘ = nots 12. 50 * 2.72 
Grapefruit sections - . ~~. .~- 3. 33 | A 3. 76 
Peaches, canned 5. 31 | 5 
Peanut butter. _- we i | 10. 56 

Peas, canned _ _- ‘ eo 3.74 
3. 
a 


~ 
oe 


ow 


} 
} 


Tomatoes, canned _- 29 
fomato paste 75 


es ae 


Total ices a al | sae 314. 6 


In line with discussions held with Mr. Harold Wolfe in connection with the 
distribution of those commodities to that school in which he pointed up various 
problems pertaining to the circumstances surrounding the distributions, and the 
fact that neither the school nor your agency is able to pay for the shortages 
involved, please furnish the following: 

1. A signed statement from the school to the effect that it is unable to repay 
your agency and/or the Government for the commodities involved. (If that is 
not practical, submit a statement to the effect that the school is unable to pay 
the claim and that any effort to collect would be futile and only lead to unnec- 
essary additional expense.) 

2. A statement from your agency to the effect that it is unable to pay the 
claim because of lack of funds, estoppel by State law, or any other reason. 

3. Any further information available that would explain the action of your 
agency in approving distribution of section 6 foods to this school without an ap- 
proved application for participation in the national school lunch program. 

The audit also indicated that section 32 commodities were distributed to the 
St. Procopius College Academy at Lisle, Ill. The agreement executed with this 
school by your office indicated it to be a “nonpenal tax-exempt public or private 
charitable institution serving needy persons.” The inclusion of the term 
“College Academy” in the name of this recipient implies that it may not come 
within the classification of a charitable institution. On the other hand, it may 
well be an eligible school serving some academy students of high school grade 
or under. At any rate, it is requested that the necessary steps be taken to deter- 
mine the eligibility of this recipient agency and to advise this cffice of your 
determination. 

The audit further indicated that a physical inventory was taken at the Central 
Illinois Ice Co., at Springfield and that the inventory when compared with the 
book inventory revealed a difference of one case of natural section 32 cheese. On 
August 28 Mr. Harold A. Wolfe advised this office by letter that this difference 
evidently occurred in the handling at Springfield where a fire in the distribution 
warehouse resulting in a complete loss necessitated the moving of equipment, 
commodities, ete. We consider this explanation to be reasonable. 

Your immediate attention to the above requests will be appreciated in order 
that we may close this particular audit file. 

We are taking the liberty of forwarding a copy of this letter to Mr. Wolfe. 

Yours very truly, 
O. F. BEYER, 
Area Field Supervisor, Food Distribution Branch, 
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EXxHIsit 17A 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
Production and Marketing Administration, 
Chicago 1, Ill., October 7, 1953. 
Mr. Haro.tp A. WoLFE, Director, 
School Lunch Program, 
State Department of Public Instruction, Springfield, 11. 

DEAR Mr. WOLFE: We have received an inquiry from the Washington office as 
to whether or not we have received any information regarding the St. Cyril and 
Methodius School which would enable us to close this file. 

That matter was made a part of the last audit—audit No. M(5)3-Ilinois—801— 
and was included with other comments pertaining to this audit in our letter to 
Mr. Vernon L. Nickell dated September 14, 1953. 

We would be pleased to receive any additional information which might be 
available. 

Yours very truly, 
O. F. BEYER., 
Area Field Supervisor, Food Distribution Branch. 


ExniBit 18A 
Chicago 1, Ill., October 13, 1958. 

To: Mr. M. P. Driggs, Chief, Direct Distribution Division, Food Distribution 

Branch. ; 
From: O. F. Beyer, Area Field Supervisor, Food Distribution Branch. 
Subject : Direct Distribution Report of Audit—M (5) 3—Illinois—-801. 

This is in reference to your memorandum dated September 9 on the above 
subject and to your wire followup on October 6. 

This also refers to our letter dated September 14 to the Illinois distributing 
agency, copies of which were transmitted to you. 

We are attaching copies of the reply to our letter from Mr. Harold A. Wolfe, 


director, school lunch program. This sets forth the essential information outlined 
in your memorandum. 

We are also attaching copies of the letter from Mr. Joseph B. Meegan which 
is mentioned in Mr. Wolfe’s letter. 

We will await further instructions from your office. 


Exuisit 19A 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
PRODUCTION AND MARKETING ADMINISTRATION, 
Chicago 1, Ill., October 22, 1958. 
To: M. P. Driggs, Chief, Direct Distribution Division, Food Distribution Branch, 

Washington, D. C. 

From: O. F. Beyer, Area Field Supervisor, Food Distribution Branch. 
Subject: Direct Distribution Report of Audit—M (5) 3—Dllinois-800—Office of the 
Superintendent of Public Instruction. 

On October 20 John James and myself conferred with representatives of the 
distributing agency at Springfield for the purpose of obtaining a more satisfac- 
tory explanation of the shortages and overages revealed in exhibit A of subject 
audit with the following results: 

1. The audit revealed a shortage of 7 cases of shell eggs. The following rea- 
sons were given for this shortage: 

(a) As is well known, there was a reasonable doubt as to the condition of 
a considerable number of shell eggs on arrival at warehouse destinations. 
Bad eggs in some of the shipments were detected in the warehouses and were 
destroyed. Due to the inexperience of Dunbar & Co. in handling this pro- 
gram, no record was made of these eggs having been destroyed. Dunbar 
feels that the number of eggs destroyed could easily have amounted to three 
cases. 

(b) Four cases were damaged in transit to recipient agencies. On one 
occasion, a load in the truck shifted and some 100 pound bags of dried beans 
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fell on the cases. These damaged cases of eggs were given to the Springfield 
Board of Education for salvage and no receipt was obtained for this trans- 
action because of the condition of the cases. Again, inexperience played 2 
major role in not obtaining a receipt. 

A total of 18,256 cases of shell eggs was received by the distributing agency. 
The shortage due to damage and spoilage amounted to 7 cases or about one- 
twentieth of 1 percent. It is felt that this percentage of loss can reasonably be 
considered insignificant. Incidentally, Dunbar & Co., on several occasions, 
credited to the accounts of recipient agencies the handling charges in reported 
eases of off-conditioned eggs. 

2. The audit revealed a shortage of 16 cases of processed cheese. The follow- 
ing reasons were given for this shortage: 

(a) Two cases were destroyed by rodents at the Springfield warehouse, 
resulting in a loss of the entire contents of both cases. This in spite of the 
fact that precautions were taken by Dunbar & Co. to prevent losses of this 
nature. Extra precautionary steps were taken to preveut losses of a similar 
nature by the purchase of 300 pallets on which to stack commodities and by 
engaging the weekly services of a local exterminating company. 

(b) Fourteen cases were lost through pilferage and by school officials 
(lunchroom managers) of the Chicago Board of Education neglecting either 
to report shortages in deliveries or if reported, negligence on the part of the 
Chicago board to run them down. The losses through pilferage were thor- 
oughly investigated, the result being that a conference was held at which 
were in attendance Harold Wolfe, James Dunbar, Frank Washam of the 
Chicago Board of Education, Joe Carmi of the Senate Cartage Co., and John 
J. James of our office. The Senate Cartage Co. was hired on occasions by 
Dunbar to assist in deliveries to recipient agencies in the northern part of 
the State. As a result of this conference, it was discovered that a possible 
collusion existed between the truckdrivers of the Senate Cartage and em- 
ployees (mostly engineers at school buildings) of the Chicago Board of 
Education whereby commodities would disappear between unloadings at 
schools and actual arrivals of commodities at the storerooms. The Senate 
Co. has since discharged several drivers and Mr. Washam also took disciplin- 
ary action, the result being that no shortages due to that cause have since 
been experienced or reported. 

In addition to the pilferage, lunchroom managers for the Chicago Board 
of Education either did not report shortages in deliveries or if they did 
report such shortages, no action was taken by the board to run them down. 
Indications point to the fact that this has since been corrected by Mr. 
Washam. 

We feel that the loss of 16 cases out of a total of 17,898 cases received and 
handled by the distributing agency or approximately one-tenth of 1 percent can 
definitely be considered a minimum loss and below anticipated commercial losses. 

3. The audit further revealed overages of 10 cases each of frozen turkeys and 
smoked hams and shortages of 15 cases of smoked picnics and 2 cases of smoked 
bacon. The following explanations were given: 

(a) Considering (1) the similarity of items as to packaging and weights, 
(2) that it was a new program for the persons handling it, and that such 
persons were inexperienced in this type of operation, and (3) that these 
discrepancies occurred during the first 2 or 3 months of operation, it is 
Wolfe’s and Dunbar’s feeling, and concurred in by us, that inadvertent 
substitutions were made in deliveries. Considering the fact that some 
recipient agencies may have found one commodity more desirable than the 
other, it is assumed that substitutions were not reported by them. Because 
of the fact that substitutions were not reported by them, it is reasonable 
to assume that inadvertent shortages would also not be reported. 

An improved method of checking out at the warehouses has been adopted by 
Dunbar & Co., which, it is felt, will eliminate such occurrences in the future. 

Considering the fact that 8,574 cases of hams, 29,303 cases of turkeys, 5,874 
cases of picnics, and 4,415 cases of bacon—a total of 48,166 cases of similarly 
packaged commodities—was handled by Dunbar & Co., the shortages and overages 
which occurred could certainly be termed as within the realm of human and 
unintentional error, 

4, The audit further revealed overages of 4 cases of peanut butter and 9 cases 
of canned cherries and shortages of 6 cases of canned beans, 8 cases of canned 
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peas, and 5 cases of canned tomatoes, all of the 6/#10 pack. The sum total of 
shortage among all these commodities amounts to 6 cases. 

It is felt that the reason for these shortages and overages can be explained in 
the same manner as in 3a above. 

The following amounts of the above items were received by the State of Illinois: 
3,120 cases of peanut butter, 6,986 cases of cherries, 6,868 cases of beans, 5,039 
cases of peas, and 18,421 cases of tomatoes. Considering the volume of these 5 
commodities, the shortages and overages can be considered reasonable and to be 
expected in the normal course of operation. 


CONCLUSION 


After taking into consideration all of the facts involved, we definitely feel that 
the distributing agency and the warehouse contractors have been exercising 
above-average operating and administrative precautions to eliminate errors, 
losses, ete. 

We further feel that consideration should be given to the fact that these oper- 
ating discrepancies occurred during the first 4 months of operation—the first 
deliveries were made in October 1952—and that whenever any employee was 
found to be inefficient, careless, or negligent in the performance of his duties, 
corrective action which included replacement was taken immediately. 

We, therefore, recommend that the claim which is being considered against 
the distributing agency be canceled. 


ExHhrsit 20A 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
AGRICULTURAL MARKETING SERVICE, 
Chicago 1, Ill., November 24, 1953. 
Mr. VERNON L. NICKELL, 
Superintendent, Office of the Superintendent of Public Instruction, 
Springfield, Ill. 
DEAR MR. NICKELL: We are attaching a copy of a self-explanatory memorandum 
from our Director, Mr. Leonard R. Trainer, to Mr. D. J. Harrill, Chief Auditor, 
Office of Audit, regarding the first audit of the direct distribution program op- 
erations covering the period of September 1, 1952, to February 27, 1953, inclu- 
sive, which audit was assigned the number M (5)3-—Illinois—800. 
It is our thought that you would be interested in being advised of the status 
of this matter. 
We will keep you advised of the further developments. 
Yours very truly, 
O. F. BEYER, 
Area Field Supervisor, Food Distribution Division. 


NOVEMBER 20, 1953. 
To: D. J. Harrill, Chief Auditor, Office of Audit. 
From: Director, Food Distribution Division. 
Subject: Direct Distribution Audit Report M(5)3-I11-800, Office of the Superin- 
ten lent of Public Instruction—Springfield, Il. 


This is in reference to an inquiry received from your office concerning the sub- 
ject closed audit report. After a further review of the audit file, our Midwest 
office presented a claim for shortening reported in schedule A to the Department of 
Fducation of the State of Illinois. 

Since this action, we have been provided with additional detailed information 
concerning the inventory shortages during the period September 1 through Decem- 
ber 31, 1952. We are informed that certain shortages occurred although normal 
reasonable care was exercised by the distribution center. Some occurred be- 
cause of inefficient employees and some as a result of a lack of adequate shipping 
controls. We are further advised that the center has established additional dis- 
tribution controls, replaced certain employees, and has taken steps which will 
improve warehousing conditions. 

These operational errors in distribution occurred during the first 4 months 
the distribution center handled this program and they represent a very small 
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percentage of the total food distributed. The agency has taken every possible 
precaution to avoid their recurrence and such action is evident since a sub- 
sequent audit, M(5)3-I1-801, for the second 4-month period of operation reports 
only the same shortages as were listed on schedule A-1 of the subject audit 
report. 

In considering all phases of this matter, we believe that the agency has pro- 
vided a satisfactory explanation of how the shortages occurred and for that rea- 
son, we have not requested that this file be reopened by the Fiscal Branch. 


LEONARD R. TRAINER. 


EXHIBIT 21A 


AGRICULTURAL MARKETING SERVICE, 
Chicago 1, Il., November 25, 1953. 
Mr. VERNON L. NICKELL, 
Superintendent of Public Instruction, 
State Department of Public Instruction, 
Springfield, Ill. 

DEAR Mk. NICKELL: We wish to express our appreciation to you and to Mr. 
Harold Wolfe and his coworkers for the courtesies and cooperation extended to 
Roland H. Cerveny during last week’s analysis of the direct distribution program 
operations in your State. 

From our observations, the program is being administered in an excellent 
manner by Mr. Wolfe and his staff. We have, however, a few recommendations 
which should serve to further improve operations in your State. The first 
seven recommendations following should be considered in the light of sugges- 
tions only, adoption of which should decrease confusion and labor: 

1. The columns headed (a) date ordered (3) date shipped (c) amount shipped 
and (d) car number in the commodity control ledger contain information which 
can be readily obtained elsewhere in the office on the infrequent occasions when 
it might be needed. For this reason, we suggest deletion of these columns. 

2. Since better control can be exercised over Government bills of lading if they 
do not leave the office, it is suggested that these bills of lading be retained by 
the agency office until such time as Dunbar & Co. returns the executed white 
copy of the delivery order. At this time, the bills of lading can be executed and 
surrendered to the delivering carrier. 

8. Since the column headed “Date of bill of lading to Dunbar” will no longer 
be needed if the above suggestion is followed, we suggest deletion of this column 
from the commodity control ledger. 

4. Since most commodities come in only one size, it is suggested that this 
column be deleted from the commodity control ledger and that the size of con- 
tainer be shown only at the top of the page used for each commodity. 

5. Since a combined commodity control ledger and commodity inventory con- 
trol ledger should decrease posting time somewhat, and since the method now 
in use for controlling inventories lends itself readily to such a combination, it 
is suggested that some thought be given to placing this information all on one 
page. 

6. A further reduction in typing time can be accomplished by discontinuing 
the practice of completing boxes 23 through 28 on the pink copies of each and 
every delivery order. These boxes need be completed only on those pink copies 
regarding shipments which were received with short or damaged commodities. 

7. Since the Sacred Heart Academy in Springfield conducts a three-meal-per- 
day operation it is suggested that steps be taken to insure their being allocated 
section 32 commodities on an institutional basis. It is also suggested that the 
person in charge of this academy be notified that section 32 commodities only 
may be used for all three meals. 

8 The Little Flower School in Springfield should be directed to store cheese 
and orange juice under refrigeration and to use, as soon as possible, the 2- 
pound block of donated cheese which is now in their possession and which is at 
least 2 years old. 

9. Dunbar & Co. should be directed to reduce the delivery charge for canned 
beef and gravy from 0.075 cent per can or $1.80 per case, which is the rate for 
30 ounces and 45 pounds of meat, respectively, to 0.045 cent per can or $1.08 
per case, which is his listed price for delivery of number 2% cans of canned 
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goods. We understand that the “meat” rate is being applied because this com- 
modity is being kept under refrigeration. There is no reason for storing this 
product under refrigeration since cool, dry storage is sufficient. 

10. No more commodities should be delivered to the Concordia Theological 
Seminary in Springfield, since there is doubt as to whether this institution 
meets the requirements for eligibility. 

According to the Commodity Handbook the following type of organizations 
are eligible to receive commodities provided they agree to certain conditions re- 
garding discriminatory practices, utilization and storage. [The italic is ours:] 

A. Schools.—l'ublic, Indian and nonprofit private schools of high school grade 
or under operating nonprofit school lunch programs. 

B. Welfare agencies.—Public or private welfare agencies that serve or assist 
persons or families in need. 

C. Indians.—All Indians determined to be in need. 

D. Institutions.—Nonpenal, public and private charitable institutions—Tax- 
exempt, nonprofit institutions are eligible to the extent of the number of needy 
persons unable to pay the full charge for services provided to them. 

EK. Summer camps and child-care centers (CCC).—Tax-exempt, nonprofit sum- 
mer camps and CCC operated for the benefit of children. 

F. Emergency and disaster relief organizations.—Any organization providing 
emergency or disaster relief is eligible provided specific authorization is granted 
by the area office. 

G. Experimental or testing agencies.—Organizations or agencies, public or pri- 
vate, that are engaged in bona fide experimental, testing or demonstration work 
for the sole benefit of eligible schools, institutions, agencies, or organizations are 
eligible to receive commodities for such purposes, provided the State Agency 
administering the national school lunch program approves the particular demon- 
stration, experiment or test when section 6 commodities are used. 

Since the Concordia Theological Seminary is neither a school for students 
of high school grade or under, and is not a charitable institution, and since the 
students in attendance cannot be considered needy in the strict sense of the word, 
it is our opinion that this institution cannot be considered eligible. 

It will be appreciated if you will advise the action taken on the above recom- 
mendations. 

We are taking the liberty of forwarding a copy of this letter to Mr. Wolfe. 

Thank you for your cooperation. 

Yours very truly, 
O. F. Bryer, 
Area Field Supervisor, Food Distribution Division. 


ExHIBIT 22: 


STATE OF ILLINOIS, 
OFFICE OF THE SUPERINTENDENT OF PuBLIC INSTRUCTION, 
Springfield, December 8, 1953. 
Mr. O. F. BEYER, 
Area Field Supervisor, Food Distribution Division, 
Agricultural Marketing Service, Chicago 1, Ill. 

Dear Mr. Beyer: This will acknowledge your communication of November 25 
dealing with some recommendations which grew out of the observations made 
of the program being administered through this office in the area of direct distri- 
bution. As soon as I have had the opportunity to speak to Mr. Wolfe, and when 
he has had sufficient ttme to study thoroughly these recommendations, you will 
hear from us. Weare happy to receive your suggestions and I can assure you that 
they will receive every possible consideration. It is our desire to operate this 
program in a most efficient manner with as little redtape as possible. We 
appreciate your recommendations. 

With good wishes, I am 

Sincerely, 
VERNON L. NICKELL, 
Superintendent of Public Instruction. 
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ExHrpit 23A 


STATE OF ILLINOIs, 
OFFICE OF THE SUPERINTENDENT OF PUBLIC INSTRUCTION, 
Springfield, December 9, 1953. 
Mr. O. F. BEYER, 
jrea Field Supervisor, Food Distribution Division, 
Agricultural Marketing Service, United States Department of 
Agriculture, Chicago, Ill. 

DreaR Mr. BEYER: In response to your letter of November 25, regarding recom- 
mendations resulting from observations made of our direct distribution program, 
following are the corrective actions that will be taken for subsequent adminis- 
tration of Illinois’ direct distribution program. 

Items 1, 3, 4, and 5 have been under consideration for some time, however, as 
vou know when this office accepted the responsibility for the administration of 
this program, we sought and received the advice of your representative, John J. 
James, and our original record keeping was based upon his recommendations, 
with the understanding that revision could be made and various records com- 
hined and eliminated from time to time based on experience. Therefore, we wel- 
come the recommendations made and have been aware for some time that some 
work could be eliminated by a trimming down of our records as presented by 
your representative, Mr. Cerveny, and you may rest assured that on or before 
July 1, 1954, such changes will be put into practice. 

Recommendations set forth in Item 2 have been put into effect and the bill 
of ladings are all executed directly in this office and surrendered to the delivery 
carrier. Again may I point out that the method used prior was the method 
suggested by your representative, John J. James. 

Recommendations set forth in item 6 have been complied with and all delivery 
orders are being completed as suggested. 

With reference to item 7, steps will be taken to notify the academy as set 
forth in vour letter. 

With reference to item 8, I am attaching a copy of a letter directed to the 
Little Flower School in Springfield, which I believe you will find self-explanatory. 

With reference to item 10, I also attach a copy of our communication directed 
to the Concordia Theological Seminary in Springfield, which I believe you will 
also find self-explanatory. 

With reference to suggested recommendations set forth in item 9, regarding 
a reduction in the delivery charge on canned beef and gravy, considerable thought 
and discussion has been given to this item. Results of these discussions have 
most definitely indicated that due to Illinois’ exceptionably high warehousing 
costs, trucking rates, and. administration costs, that distribution of this product 
at the suggested rate of $1.08 per case would result in a loss to the distribution 
outlet. Ihave been informed that delivery of No. 24% cans and other such canned 
gzoods, at the rate of $1.08 per case in the past, has resulted in a loss for the dis- 
tribution outlet, however, due to the fact that there were restricted numbers of 
such eases, the distribution outlet was in a position to make up such losses 
through delivery of commodities that were available in larger quantities. How- 
ever, due to the abundance of this size container during the current fiscal year 
and in order to expedite the reduction of delivery charges for this commodity, 
as recommended, with consideration being given to adjust the entire rate strue- 
ture for Illinois at a later date, we have considered the delivery of canned beef 
and gravy in the meat product category and inasmuch as this product does not 
require refrigeration, we are reducing the per pound rate to 3 cents and by using 
the 45-pound net weight per case, establish a rate of $1.35 per case, starting 
January 1, 1954. 

For your further information following are the rates that will be charged on 
two new products allocated to IlInois. Shortening will be charged at the rate 
of 10 cents per can or $1.20 per case on the basis of considering the shortening 
asa No.3 can although shortening comes in a 3-pound can. 

Apricots will be charged at the rate of 3144 cents per pound on the basis of 25 
pounds per case or a total charge of 88 cents per case. 

I trust that our reply to the stipulated recommendations, set forth in your 
letter, proves satisfactory and meets with your approval. 

Sincerely yours, 
VERNON L, NICKELL, 
Superintendent of Public Instruction. 
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STATE OF ILLINOIS, 
OFFICE OF THE SUPERINTENDENT OF PUBLIC INSTRUCTION, 
Springfield, December 3, 1952 
Mr. W. A. BAEPLER, 
President, Concordia Theological Seminary, 
Springfield, ll. 

Deak Mr. BAEPLeR: Results of a visit to your seminary by a representative of 
the United States Department of Agriculture, relative to participation in the 
direct distribution program of Government donated food commodities, requests 
this office to discontinue furnishing you Government donated food commodities 
for the following reasons. 

I quote in full directive letter from the Federal area field supervisor of the 
Midwest area, which gives their reason for declaring your seminary ineligible 
for the receipt of Government donated food commodities : 

“No more commodities should be delivered to the Concordia Theological Semi- 
nary in Springfield, since there is doubt as to whether this institution meets 
the requirements for eligibility. 

“According to the commodity handbook the following type of organizations are 
eligible to receive commodities provided they agree to certain conditions regard- 
ing discriminatory practices, utilization and storage. [The italic is ours:] 

“A. Schools.—Public, Indian, and nonprofit private schools of high school 
grade or under operating nonprofit school lunch programs. 

“B. Welfare agencies.—Public or private welfare agencies that serve or assist 
persons or families in need. 

“CG, Indians.—All Indians determined to be in need. 

“DPD. Institutions-—Nonpenal, public, and private charitable institutious-——Tax- 
exempt, nonprofit institutions are eligible to the extent of the number of needy 
persons unable to pay the full charge for services provided to them. 

“EK, Summer camps and child care centers (CCC)—Tax-exempt, nonprofit 
summer camps and CCC operated for the benefit of children. 

“KF. Emergency and disaster relief organizations —Any organization provid 
ing emergency or disaster relief is eligible provided specific authorization is 
granted by the area office. 

“G. Experimental or testing agencies.—Organizations or agencies, public or 
private, that are engaged in bona fide experimental, testing, or demonstration 
work for the sole benefit of eligible schools, institutions, agencies, or organiza 
tions are eligible to receive commodities for such purposes, provided the State 
agency administering the national school lunch program approves the particu 
lar demonstratio. experiment, or test when section 6 commodities are used. 

“Since the Concordia Thelogical Seminary is neither a school for students of 
high-school grade or under, and is not a charitable institution, and since the 
students in attendance cannot be considered needy in the strict sense of the 
work, it is our opinion that this institution cannot be considered eligible.” 

Therefore, this office has no alternative but to follow this directive inasmuch 
as we are subject to stipulated Federal regulations contained in our contrac! 
with the United States Department of Agriculture in administering and super 
vising the distribution of commodities in Illinois. However, if you are of the 
opinion that additional information as to eligibility can be established in keep 
ing with the requirements for eligibility, as outlined above, feel free to provide 
them to this office and we will present them to the Federal agency for consid 
eration. 

Very truly yours, 
Harotp A. WOLFE, 
Director, School Lunch Program 


STATE OF ILLINOIS, 
OFFICE OF THE SUPERINTENDENT OF PUBLIC INSTRUCTION, 
Springfield, December 3, 1953. 
Rey. RAYMOND O’CONNOR, 
Pastor, Little Flower School, Springfield, Jil. 

DEAR REVEREND O’CoNNOR: Results of a visit to your school by a representative 
of the United States Department of Agriculture, relative to Government donated 
food commodities received by your school, reveals the following recommendatio! 
for proper storage of commodities outlined below and quoted in full. 


“The Little Flower School in Springfield should be directed to store cheese and 
orange juice under refrigeration and to use as soon as possible,” 
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Therefore, your cooperation in making these corrections will be most sincerely 
appreciated and enable this office to properly conclude its file on this subject 
matter with the Federal People. 

Very truly yours, 
Harotp A. WOLFE, 
Director, School Lunch Program. 


ExHIsBiT 24A 
FEBRUARY 10, 1954. 
Mr. O. F, BEYER, 
Area Field Supervisor, Food Distribution Division, Agricultural Marketing 
Service, 
United States Department of Agriculture, Chicago, Ill. 

DEAR Mr. Beyer: This is to notify you that effective March 1, 1954, Illinois’ 
distribution outlet will reduce its charge to the recipient agency on non-fat dry 
milk solids from 4 cents a pound to 3 cents a pound. 

Very truly yours, 
HAROLD A. WOLFE, 
Director, School Lunch Program. 


Exatsit 254A 


AGRICULTURAL MARKETING SERVICE, 
Chicago 1, Ill., March 3, 1954. 
Mr. VERNON L. NICKELL, 
Superintendent, Office of the Superintendent of Public Instruction, 
Springfield, Jl. 

DreaR Mr. NICKELL: We wish to take this opportunity to express our apprecia- 
tion for the splendid cooperation and many courtesies extended to John J. James 
of this office during his visit to your State last week. 

The visit was made primarily for the purpose of inspecting the storage facilities 
at the various recipients levels and the manner in which donated commodities 
were being utilized. 

As a result of this visit, we have the following recommendations to offer : 

1. That emphasis be placed in your next newsletter on the utilization of nonfat 
dry milk solids.- This recommendation stems from the fact that in four of the 
schools visited it was noted that they had on hand dry milk from the previous 
fiscal year. This was discussed with Mr. Harold Wolfe and he stated that the 
next newsletter would carry such an article. 

2. That stress, likewise, be placed on the necessity of using items on a first-in 
first-out basis. This recommendation stems from the fact that 3 cases of canned 
tomatoes 4 years old and 2 cases of tomatoes 3 years old were found at the 
Cathedral Boys High School in Springfield. The tomatoes were in excellent con- 
dition and Brother Wilken firmly stated that they would be utilized prior to the 
close of the school term. In addition, 1 case of concentrated orange juice 3 years 
old and 1 case 2 years old were found at the Hazel Dell School in Springfield. 
These were in good condition and the sponsor stated that they would be utilized 
within a week or two. This was also discussed with Mr. Wolfe with the 
suggestion that a return visit be made to the schools within the next 30 days for 
the purpose of ascertaining whether or not utilization has been effected of the 
inventories. 

3. That additional detailed data be obtained from the Brothers of Holy Cross 
1110 Noble Street, Chicago, and the St. Mary Mission House, Techny, upon 
which to make a determination of eligibility. We questioned the eligibility of 
those agencies to participate in the distribution program as they do not appear 
to fall into any eligible category. This, too, was discussed with Mr. Wolfe and 
he immediately communicated with those agencies for additional information. 

We would like to mention that the storage facilities at all recipient agencies 
Visited were found to be very good. Full utilization was being made of all com- 
modities with the exceptions noted above, and all expressed appreciation for the 
quantity and quality of the commodities thus far distributed and with the man- 

« ner in which distributions are being effected. 
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We will appreciate being advised of the action taken or to be taken on the 
above recommendations. 
We are taking the liberty of transmitting to Mr. Wolfe a copy of this letter. 
Thank you again for your splendid cooperation. 
Yours very truly, 
O. F. BEYER, 
Area Field Supervisor, Food Distribution Division. 


ExHrIsit 26A 
Marcu &, 1954. 
Mr. Oscar F. BEYER, 
Area Field Supervisor, Food Distribution Division, 
Agricultural Marketing Service, Chicago 1, JU. 

Dear Mr. Beyer: This will acknowledge your commendation of March 3, re- 
garding the visit of Mr. John J. James to this office and to the various recipient 
levels recently. I have noted carefully the recommendations which you offer. 
I have called this to the attention of Mr. Wolfe and I am sure that in due course 
of time, you will get a report from him on the action taken or contemplated action 
on these recommendations. 

Let me say that this office appreciates very much the fine spirit of helpfulness 
and cooperation as well as the many courtesies which your office extends to this 
office and the school lunch people of the State. We feel that it is very helpful 
and constructive and we want you to know how deeply appreciative we are to 
this help. 

Your comment on the storage facilities at the recipient agency levels pleases 
me very much with the exceptions noted. We strive at all times within our 
limited personnel and resources not only to do a satisfactory job but to study 
where improvements can and should be made. 

With kind personal regards and appreciation, I am 

Sincerely, 
VERNON IL. NICKELL, 
Superintendent of Public Instruction. 


EXHIBIT 274A 
Marcu 17, 1954. 
Mr. O. F. BreYEr, 
Area Field Supervisor, Food Distribution Division, 
Agricultural Marketing Service, Department of Agriculture, 
Chicago 1, Tl. 

Dear Mr. Beyer: Your letter of March 3, addressed to Mr. Vernon L. Nickell, 
regarding a visitation from your Mr. John J. James, relative to Illinois’ direct 
distribution program has been referred to me for reply. 

In keeping with recommendations offered, please be advised that Illinois’ 
April newsletter will carry an article placing emphasis on nonfat dry milk solids 
and also the April newsletter will put forth a recommendation to all sponsors 
to maintain inventory control so that commodities can be used on a first-in 
first-out basis. 

Further, Mr. Frank Jones will be assigned to call at the Cathedral Boys High 
School and Hazel Dell School in approximately 30 days to ascertain whether or 
not utilization of commodities on hand has been effected as recommended by the 
visit of Mr. James. 

On March 10, I addressed letters to Mr. I. F. Scholl, Assistant Treasurer of 
St. Mary’s Mission House and Brother Joseph Walter, Superior of the Brothers 
of Holy Cross, notifying them that it was the opinion of this office that they were 
not eligible to receive Government-donated food commodities and that their 
present application agreement for subsequent participation had been canceled. 

Trusting the above outlined steps and corrective action taken in keeping with 
your recommendations prove satisfactory, I remain 

Very truly yours, 
Haroip A. WOLFE, 
Director, School Lunch Program. 
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ExHrsit 28A 


AGRICULTURAL MARKETING SERVICE, 
Chicago, Ill., March 18, 1954. 


To: M. P. Driggs, Chief, Direct Distribution Branch, Food Distribution Division, 

Washington, D. C. 

From: O. F. Beyer, Area Field Supervisor, Food Distribution Division. 
Subject: Field trip, Direct Distribution, Illinois. 

Please refer to our memorandum dated March 12 on the above subject. 

We are attaching a copy of a letter from Mr. Harold A. Wolfe, director, school 
lunch program, in which he outlines the action which has been or will be taken 
on the recommendations made as a result of the field trip. 

In view of the action outlined in this letter, we are closing this file. 


Exurpir 29A 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
AGRICULTURAL MARKETING SERVICE, 
Chicago, Ill., October 8, 1954. 
Mr. VERNON L. NICKELL, 
Superintendent of Public Instruction, 
State Department of Public Instruction, 
Springfield, Ill. 

DEAR Mr. NICKELL: An audit of the direct-distribution program operations in 
your State covering the period February 1 to May 31, 1954, inclusive, has been 
completed and assigned the number M(5) 4—Il1-800. 

A copy of the audit is attached for your information and perusal. 

We are pleased to state that no fiscal exceptions were noted and that we have 
no recommendations to make as a result of the audit. We, therefore, are closing 
the audit file. 

We wish to express our appreciation for the splendid manner in which this 
program is being administered by your agency under the able supervision of Mr. 
Harold Wolfe. We look forward to a continuation of the fine cooperation which 
we have experienced with your agency during the past years. 

We are taking the liberty of forwarding Mr. Wolfe a copy of this letter. 

Yours very truly, 
O. F. BEYER, 
trea Field Supervisor, Food Distribution Division. 


Exatsit 30A 


AGRICULTURAL MARKETING SERVICE, 
Chicago, Ill., January 11, 1955. 
Mr. VERNON L. NICKELL, 
Superintendent of Public Instruction, 
State Department of Public Instruction, 
Springfield, Il. 

DEAR MR. NICKELL: We wish to take this opportunity to express our apprecia- 
tion for the many courtesies and the cooperation extended to Mr. Roland H. 
Cerveny during his recent visit to Springfield, at which time an administrative 
analysis was made of direct-distribution operations in the State of Illinois. 

We have the following recommendations to make as a result of that analysis: 

1. That print butter allocations to all State institutions be made only in the 
amounts that can actually be used in 1 month’s time, and after taking into con- 
sideration the amount of this commodity remaining on hand from the previous 
allocation. This recommendation stems from the fact that zero storage was not 
available for butter in any of the four institutions visited and that it was being 
stored at temperatures ranging from 34° to 44° with consequent molding. 

2. That the 12 cases of butter remaining from the November allocation at the 
Jacksonville School for the Deaf be carefully inspected and, after salvaging the 
amount fit for human consumption, that the remainder be destroyed. The 
amount fit for human consumption should, of course, be consumed as rapidly as 
possible. 
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3. That the butter at the Jacksonville School for the Blind be carefully in- 
spected and that the mold spots be removed and the butter used as soon as pos- 
sible. If an amount of butter, which had contained mold spots, remains on hand 
in an amount greater than can be used in a very short time, some should be 
transferred to the Jacksonville State Hospital. 

4. That the butter at the Lincoln School and Colony be utilized as soon as 

possible. 
5. That all institutions be cautioned against storing the butter in proximity 
to natural cheese, since mold spores spread very easily and are very active in 
temperatures above zero degrees. Natural cheese should be stored in a separate 
compartment from butter if at all possible. 

6. That the dried milk which was distributed during 1952-53, and which re- 
mains on hand at the following schools, be used as soon as possible, before any 
dried milk which may have been received in a later allocation, and that these 
schools refrain from ordering any more dried milk until the present inventory 
is almost exhausted : 

Sherman School, Sherman, Ill.: Williamsville School, Williamsville, Ill.; Edin- 
burg School, Edinburg, Ill.; Memorial School, Taylorville, Ill.; Taylorville High 
School, Taylorville, D1. 

7. That the concentrated orange juice which was distributed during 1951-52, 
and which remains on hand at the Little Flower School, Springfield, be inspected 
and, after discarding all bulged cans and cans containing discolored, brownish 
juice, be used immediately. This school was advised by your office on December 
3, 1953, to place this orange juice under refrigeration, as a result of the last 
previous administrative analysis. Since the school did not follow the recom- 
mendation, the orange juice is now practically worthless insofar as vitamin C 
content retention. 

We will appreciate being advised of the action taken upon the above recom- 
mendations. 

We are taking the liberty of forwarding a copy of this letter to Mr. Wolfe. 

Thank you for your cooperation. 

Yours very truly, 
QO. F. BEYER, 
trea Field Supervisor, Food Distribution Division. 


EXHIBIT 231A 


ILLINOIS 

A meeting was held on Thursday, January 27, 1955, from 9:30 a. m. to 12:30 
p. m. in the office of the Board for Vocational Education at 160 North LaSalle 
Street, Chicago, Ill. Present at this meeting were: 

Mr. Vernon L. Nickell, State Superintendent of public instruction; Harold A. 
Wolfe, director, school lunch; James A. Dunbar, Dunbar Trucking Co., owner ; Hal 
Schussele, certified public accountant ; O. F. Beyer, R. H. Cerveny. 

The discussion centered around the charges made for delivering commodities. 
Mr. Dunbar stated that he had refused access to his cost records because of 
the fact that everything he put out would be published and other trucking com- 
panies could underbid him. He stated that since records had been published on 
the Senate Cartage Co.’s records, the Chicago Board of Education had dropped 
their contract with Senate—a contract which the trucking company had had 
for 15 years. Mr. Nickell stated that when the contract between the department 
of public instruction and Dunbar & Co. was first drawn up it was agreed that 
the rates would be reviewed periodically and be reduced where possible. This 
has been done and some reductions have resulted. Another review had been 
scheduled for December of 1954 but, because of all the publicity, it was decided 
to forego this review. At the conclusion of the meeting Mr. Dunbar stated that 
his rates had to be based on expected volume and that it was hard to forecast 
expected volume on all but a few items. Mr. Nickell instructed Mr. Dunbar 
to review the rate structure and to furnish him with 2 sets of rates based on 
estimates of commodities to be made available during the last quarter of this 
fiscal vear, 1 including the whole State and 1 excluding Chicago. 
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EXHIBIT 32A 
FeBruary 3, 1955 
Mr. Oscar F, BEYER, 
Food Distribution Division AMS, U. S. Department of Agriculture, 
Chicago 6, Ill. 


DeAR Mr. Beyer: As you know, the methods of procedure which have been 
followed in the past in administering the school-lunch program have been when 
difficulties or problems arise from your end of the program which affect this office, 
you have outlined in letter form the problems for our consideration. I think you 
will agree that when that has been done, making clear the situation, that we have 
always done our best to resolve the problem. That is still our desire, but as 
vet, on the problem which we have discussed on several occasions, we have not 
had a letter of complaint setting forth the situation specifically. We would ap- 
preciate such an outline. 

You will recall in the last conference we presented certain problems for con- 
sideration. I believe it is time now that we have a record from your office on 
these points. Let me say that since that conference I have spent many hours 
on this problem hoping that in the not too far distant future to have at least some 
of them clarified. That is, if I know definitely and specifically what they are. 
That is why I have asked for an outline. 

In the conferences that I have had with the Chicago Board of Education these 
definite questions have been handed to me. 

1. Can the Chicago Board of Education withdraw from the state program as 
now being operated and deal directly with the U. S. D. A.? The board felt 
in their conferences with me that your department is the only one which can 
answer this specific question. They felt that under the circumstances it should 
come from your office to this office. They recognize, too, that it may involve your 
department in securing legal advice and information regarding the existing con- 
tract. 

2. In the problem of rates, we are faced with the constant uncertain factor 
of the volume of commodities and as you know, volume is an important factor 
in determining costs of distribution. Would it be possible to secure from your 
office an approximation of the list of available commodities showing the volumes 
in which those commodities would be received by the State of Illinois at specific 
times as your program would indicate? 

5. Would it be possible for your department to inform this office of the origin 
of the surplus commodities, especially when the point of crigin is within the 
State, such as shortening from Jacksonville? It might be that if that could be 
done some consideration would be given as it would affect the rates. It would 
affect the rates if we found that in taking possession of commodities at the 
points of origin this could be done with less total expense involved. 

4. Would it be possible at all times for your department to give advance notice 
With respect to what commodities would be available, when they would be avail- 
able, and in what quantities and in what size package? If this can be done 
specifically, I believe that it would enable the distributing ageney to plan a more 
efficient and effective use of its equipment in scheduling. 

5. If your department agrees that it is possible for the Chicago Board of 
Education to have a direct contract, what procedures would be necessary in light 
of the existing contract? 

6. Will you state your opinion as to whether or not so far as your Division is 
concerned it is more desirable to have a single distributing agency within the 
State, rather than several, together with reasons. 

7. If the Department moves in the direction of a separate and direct contract 
for the Chicago Board of Education, what would be the reaction of your depart- 
ment if as a result cities like Rockford, Peoria, Springfield, and others would 
make the same request of the Department? 

These are some of the problems with which I have been tussling and on which 
to date I have no specific information; hence it has handicapped the progress 
that I have been able to make in trying to work through this situation. 

I believe you will agree with me that this office has at all times attempted to 
live up to our contract as nearly as it would be humanly possible to do so. If we 
have failed, it has never been indicated. We ina like way have tried to see to it 
that the distributing agency has fulfilled the obligations under its contract. We 
shall continue to do so as long as these contracts are in existence. 

Sincerely yours, 
VERNON L. NICKELL, 
Superintendent of Public Instruction. 
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Exnutsir 33A 


AGRICULTURAL MARKETING SERVICE, 
Chicago, Ill., February 11, 1955, 
Mr. VERNON L. NICKELL, 
Superintendent of Public Instruction, 
State Department of Public Instruction, 
Springfield, 1. 

DeaR Mr. NICKELL: This is in reply to your February 3 communication in 
which you raise various questions pertaining to the distribution of federally 
donated commodities in the State of Illinois. 

With reference to your comments on the manner in which we have resolved 
our mutual problems and difficulties in the past, we want to assure you it is 
our sincere desire to maintain this same working relationship with your office. 

It was our impression that the matters outlined in your letter had been covered 
quite adequately in previous directives, correspondence, and conferences. How- 
ever, we are glad to review them by commenting on your questions specifically, 
in the sequence in which you asked them. 

1. There is nothing in the Federal regulations which would prohibit more 
than one distributing agency in a State. As you know, we already are dealing 
with the Illinois Public Aid Commission in the matter of commodity distribu- 
tion to welfare recipients. If the State agency and the Chicago Board of Edu- 
cation are in agreement, we could deal with the Chicago Board of Education 
as a separate agency within the State structure. If there are any legal prob- 
lems with reference to our dealing with a separate agency, they would arise 
out of State, rather than Federal, regulations, It would therefore be necessary 
that the State clear the way, after which we could enter into an agreement with 
the Chicago Board of Education. 

On the other hand, the Chicago Board of Education could continue to receive 
commodities through the State agency and yet could designate the carload re 
ceiving points, store the commodities received, break down the shipments for 
deliveries to individual school-lunch pregrams, make offers to the individua! 
schools, obtain receipts from the individual schools and maintain complete rec 
ords of all these transactions. 

The State agency would make the offers of commodities to the Chicago Board 
of Education and, upon acceptance of such offers, would originate the delivery 
orders. The State agency would, however, retain the responsibility for the re- 
ceipt, accountability, proper utilization, proper storage, etc., of the commodities. 
This plan would not require a separate agreement between the Federal agency) 
and the Chicago Board of Education, and is the one followed by the State of 
Michigan in handling distribution of commodities to the Detroit Board of Edu- 
cation. It will be noted that this arrangement should eliminate administrative 
charges for delivery services to the Chicago Board of Education since the board 
would be performing these services instead of Dunbar & Co. 

2. Insofar as possible, the Washington office provides information which is 
passed on to State agencies with reference to items and quantities available 
and the possible delivery dates. However, we are never in a position to forecast 
this information except as it is furnished to us by the Washington office. As 
you know, butter, cheese, and dried milk have been available over a considerable 
length of time and your agency has been aware of the availability and of the 
volume available. Even under present working conditions, it is not unusual 
to advise agencies from 30 to 60 days in advance of the availability of some spe- 
cific commodity. Canned beef is an example of considerable advance notice and 
availability over a long period. The recent allocation of rise is another example. 
The allocation of frozen turkeys a few years ago is still another example. And 
we might also mention pork as another example. We will continue to give you 
as much advance information as we receive, but predictions beyond that are, of 
course, out of the question. 

3. The origin of shipments of donated commodities is always indicated in the 
notice of allocation to your office. A number of States continually take ad- 
vantage of this information by taking possession of commodities at the source 
of shipment. This is done by promptly advising the area office upon receipt 

‘of the allocation. We are always willing and, in practically all instances, able 
to make such arrangements. 

4. We believe that item 2 above, to a large measure, answers your question 
No. 4. The allocation always includes information with reference to the quantity 
available as well as the size of the package. During the last 2 years we have 
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requested the State agencies to estimate the quantities of various commodities 
which it was thought could be fully utilized during the forthcoming fiscal year. 
This, in a sense, is considerable advance notice of the commodities which might 
be expected. We notice your comment with reference to the effective use and 
scheduling of the equipment of the trucking company. In this connection we 
have, from time to time, mentioned the fact than an agency or organization 
involved in commodity distribution must be prepared to expand and contract 
it’s operations on an accordion basis. We do not feel we can or should properly 
assume responsibility for making commodities available to suit the convenience 
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a of a commercial hauler. Nor do we assume that your office could do so. It 

y seems to us that the very nature of the D. D. program, as well as established 
commercial practice, requires that the hauler adjust his operations to meet the 

Hl demands of the program. 

» 5. If the Chicago Board of Education and the State agency decide that the 

i board of educaiton should have a direct contact, we would make arrangements 


to have the agreement executed by the proper officials, we would inquire into 
their modus operandi and, if found satisfactory, we would proceed from there 
to make commodities available. The second paragraph of the agreement with 
the United States Department of Agriculture for distribution and use of com- 
modities, form FP-—51, states that “The agency agrees to accept the responsibility 
for the distribution or use of any commodities donated to the agency * * * ”. If 
you no longer receive commodities for release to the Chicago Board of Education, 
either through your present system or through the origination of delivery orders 
through your office, you would according to the agreement, have no further 
responsibility insofar as commodity distribution to the board of education is 
concerned, 

6. We have no hesitation in reiterating that we would rather have one agency 
in the State than several. The reasons for this are self-evident. Our work is 
considerably simplified by having one agency to which we can look to with re- 
spect to acceptance of offers, determination of eligibility, accountability, ete. 
It is for this reason that we have suggested the alternate to a separate agree- 
' ; ment in item No. 1. 

7. It is unlikely that cities like Rockford, Peoria, Springfield, and others are 
in position to deal in carload lots as is the city of Chicago. A carload in some 
of the cities you mention would last considerably beyond the safe utilization 
period. However, as we indicated in our original discussions, we feel that any 
institution or any school which can properly receive, store, and utilize a carload 
of commodities during the proper utilization period shou'd be given an oppor- 
tunity to accept carloads without any service charge. This would also apply 
in instances where a carload could be shipped with one stopover, leaving a part 
of a car at each of two points. 
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. As you know, Mr. Nickell, we have at no time complained of the delivery 
service nor have we complained of the accountability. In fact, as you will re- 
call, we have been inclined to praise those two factors in your commodity opera- 
: tion. We have, however, on numerous occasions, called attention to the high 
, rate of charges to recipients. On January 28, 1953, for example, in our letter 
to you we wrote as follows “That consideration be given to the reduction of 
charges to recipients in accordance with statements previously made that the 
charges would be reduced after a 90-day trial period provided it was possible 
to do so. 
Our records also contain communications and reports of discussion previous 


and subsequent to the above-mentioned date. On the premise that a State agency 
is to operate commodity distribution on a nonprofit basis if it handles the funds 
and on the premise that a commercial agency handling distribution for the State 
agency should do so on a competitive basis and with a reasonable profit, we 
have felt that the rates in Illinois have been and are excessive. As indicated 
in our meeting the rates are the highest of any midwestern area State and, so 
far as we know, are higher than any State in the Nation. 

We have been and are sincerely appreciative of your splendid cooperation 
and reaction to suggestions and findings which have been made during admin- 
istrative analyses, audits, and discussions. The cooperation has been of the 
best and we sincerely hope that plans may be developed which will resolve these 
current problems to the satisfaction of all concerned. 

Very truly yours, 
O. F. BEYER, 
Area Field Supervisor, Food Distribution Division. 
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Exuisir 1B 
( NoTeE.—-Exhibits 10A, 11A, 12A, 15A, 19A, and 20A also refer to exhibit 1B.) 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
PRODUCTION AND MARKETING ADMINISTRATION, 
OFFICE OF AUDIT, 
Chicago 5, IU, April 9, 1953. 
To: Leonard R. Trainer, Director, Food Distribution Branch, PMA, Washington, 
D. C. Attention : M, P. Driggs. 
From: R. F. Pauley, Assistant Chief Auditor, Office of Audit. 
Subject: Transmittal of Report of Audit. 
The material described below is forwarded for the purpose indicated : 
Description Purpose 
For action and reply. Please furnish M(5)3~-Ill-800—direct distribution pro- 
the Chief Auditor with copies of corre- gram. Copy of Report of Audit of 
spondence issued or received relating the State of Illinois, Office of the 
to this report. Superintendent of Public Instruction, 
Springfield, I. 
R. F. Pavey. 
Copies to: Area Field Supervisor (original), Director, Fiseal Branch (1). 
Enclosure. 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
PRODUCTION AND MARKETING ADMINISTRATION, 
OFFICE OF AUDIT, 
Chicago 5, 1Ul., April 9, 19538. 


Report OF Aupit—M (5)3-ILiL-800 
STATE OF ILLINOIS ' 
OFFICE OF THE SUPERINTENDENT OF PUBLIC INSTRUCTION 
SPRINGFIELD, ILI. 
For the Period September 1, 1952, to December 31, 1952, Inclusive. 
DIRECT DISTRIBUTION PROGRAM 


Audit Started February 19, 1953; Audit Completed March 3, 1953, (Necessary 
additional information obtained on March 24, 1953) 


I. Frnprnes 


A. ACCOUNTABILITY 


1. COmmodities received (see exhibit A) 

Quantities of section 6 and 32 commodities received by the distributing agence) 
agreed with the quantities shipped into the State as shown by the records of the 
area office, Food Distribution Branch, except for shortages and damages on 
arrival as shown below. Quantities of section 416 commodities received agreed 
with the quantities ordered as shown by the records of the area office, Food Distri- 
bution Branch. All section 416 orders placed by the distributing agency were 
received. 

Shortages and Damages on Arrival 

Section 6: 

Beans, canned, 11 cases (D),1 case (8). 

Beans, dried, 21 4/25 bags (D). 

Cheese, processed, 98 cases (D), 4 cases (S). 

Peaches, canned, 27 cases (D). 

Peanut butter, 16 cases (D). 

Peas, canned, 26 cases (D). 

Tomatoes, canned, 39 cases (D). 

Tomato paste, 34 cases (D). 





| 
| 


Sian 


Rabie: 


em ale! 


tages 













cy 
he 
on 
ed 
ri- 


re 





sch i Rn PA PSR eat 




















DISTRIBUTION OF SURPLUS COMMODITIES 





Section 32: 
Cherries, canned, 14 cases (D). 
Eggs, fresh, 252 cases (D). 
Hams, smoked, 1 box (D), 4 boxes (8). 
Milk, dried, 2 cases (D). 
Turkeys, fresh, 11 cases (S). 


> Commodities distributed (see exhibit A) 


(a) Agreements.—Properly executed agreements were on file for all recipient 
agencies to which commodities were distributed. 

(2) In each instance, a school lunch agreement had been executed pursuant 
to the National School Lunch Act for schools receiving section 6 commodities. 

(b) Eligibility of recipients.—It appeared that all recipient agencies receiv- 
ing commodities met eligibility requirements as set forth in FDB procedures. 

(c) Allocations.—Allocations of commodities were within the maximum rates 
and periods of distribution established by the Food Distribution Branch. 

(d) Requests for commodities —Individual written requests for commodities 
were obtained from recipient agencies covering all deliveries. 

(e) Receipts for commodities—(1) Temporary receipts from carriers were 
obtained for commodities removed from the warehouses for delivery to recipients. 

(2) Individual receipts were obtained by the distributing agency from recip- 
ients for each delivery of commodities. Out of 275 deliveries checked, all were 
covered by individual receipts from recipients which confirmed receipt of com- 
modities in the quantities shown on the distributing agency’s records. 

(f) Inventories (see exhibit A)—(1) Monthly physical inventories of com- 
modities on hand were taken by representatives of the warehouses and submitted 
to Dunbar & Co., Springfield, Ill. (distribution center for the State distributing 
agency). In addition, the distributing agency took physical inventories at the 
warehouses as of December 31, 1952. The differences developed between these 
physical inventories and the book inventories were recorded on the State agency’s 
books as inventory adjustments as of December 31, 1952. (See exhibit A for items 
und quantities involved.) In response to the State agency's request, Dunbar & 
Co. (the distribution center) submitted an explanation of the inventory differ- 
ences on March 38, 1953. <A copy of this letter of explanation is attached to this 
report as exhibit B. Harold A. Wolfe, distributing agent, stated that he consid- 
ered the differences reasonable in view of the center’s lack of experience in 
handling the distribution of commodities. However, the losses appear to be 
material and, according to the center’s explanation, due to failure on the part 
of the warehouses and carriers to adequately safeguard the commodities. 

(2) We took a physical inventory at the Springfield warehouse on February 
27, 1958. This data, compared with the book inventory as of December 31, 1953 
(after accounting for interim transactions), revealed the differences shown on 
schedule A-1. Also shown on schedule A-1 are differences at the Chicago ware- 
house as disclosed by a physical inventory made by a representative of the dis- 
tributing agency. 

(3) We recommend that consideration be given to requiring the distributing 
agency to refund the value of commodity inventory shortages, or to replace such 
commodities in kind in related quantities. 

(g) Processed commodities.—No commodities were processed during the period 
covered by our audit. 

(h) Container salvage—Commodities were distributed on a per case or bag 
basis. The distributing agency did not conduct a salvage program and none 
was contemplated. Harold A. Wolfe, distributing agent, stated that it would 
he impracticable to salvage containers in view of high transportation costs. Also, 
that according to State law, any funds received from the sale of containers could 
not be earmarked for use in the distribution program, but instead could only be 
credited to the State’s general fund account, without identification. No instruc- 
tions had been issued to recipient agencies regarding the use of the containers. 

(i) Handling charges.—Charges were made to recipients by Dunbar & Co. 
to cover handling, storage, and transporation. Rates charged were as follows: 


eee en nee eccniatbies msl nent rien eketieasneacamentreretin .._pound__ $0.04 
Canned goods : 
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In addition to the above, the following charges have been established for com- 
modities which are expected to be available, but which were not handled during 
the audit period: 


Cents 

IEE: STO iced tebe chs eA es dak a ee bushel_. 50 

BOUOUOE RUORTIEG a ccseith di ee ee ee er pound__ 5% 
Canned Goods: 
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Shomer jvmmtenied oi soe a ee bee eel geo do___. 24 

BRIN, COM da i id a oe ad Fhe i tee ie ee chia; Os 

PeGORNE iii. bos eile. a leg bide, potvte e aeateay hundredweight__ 50 


Mr. Wolfe stated that a reduction in the handling charges was under consider- 
ation, 

(j) Funds, control and use.—No income was received by the State as a result 
of the handling and distribution of donated commodities. 

(k) Reports from schools and institutions —Commodity inventory reports had 
been obtained by State auditors performing audits at various schools. Our re- 
view of these reports disclosed that the distributing agency had followed up on 
any excessive stocks reported, and in some instances transfers between recipients 
resulted. Mr. Wolfe stated that commodity inventory reports will be obtained by 
the distributing agency from all recipients as of March 31, 1953. 

(1) Shortages, damages, losses or diversions.—No funds had been received 
from the distribution center or transportation companies as a result of losses, 
damages, shortages, or diversions. There were no claims pending. 

(m) Internal control—The distributing agency’s controls governing the 
receipt and distribution of commodities were considered adequate, although it 
appeared that laxity existed at the level of the distribution center, as evidenced 
by exhibit B. 


B. ADMINISTRATIVE 


1. General administration 

The State of Illinois, office of the superintendent of public instruction, acted 
as the sole distributing agency for the distribution of USDA donated commodi- 
ties in the State of Illinois. The distribution of commodities was under the 
general direction of Harold A. Wolfe, director, school lunch program. Agree- 
ment Form FP-51, signed by Vernon L. Nickell, superintendent of public instruc- 
tion, was effective June 13, 1952. 


2. Methods of operation 


(a) General.—The control of operations was centralized under the direction 
of the distributing agency, while distribution was decentralized by Dunbar & 
Co., Springfield, Ill., the sole distribution center for the distributing agency, 
at the various warehouses. 

(b) Receiving.—Commodities received were stored at five commercial ware- 
houses. These warehouses handled distribution of section 6 and 32 commodi- 
ties. (Only two warehouses were in use the latter part of the audit period, 
Chicago and Springfield. The Springfield warehouse is a part of Dunbar & Co.) 
Four large State institutions received section 32 and 416 commodities for their 
own use. 

(c) Aitieatione—Monteay allocation notices of available commodities, accom- 
panied by blank request forms, were sent to recipients by Dunbar & Co. The 
returned request forms were used by Dunbar & Co. in preparing distribution lists 
showing eligible recipients and quantities of commodities allocated. In the 
ease of commodities received by the four large State institutions for their own 
use, the distributing agency prepared the notices of allocation and obtained the 
recipient requests for the commodities. 
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(d) Distribution—Commodities were distributed by the warehouses in ac- 
cordance with the distribution lists prepared by Dunbar & Co. Deliveries were 
made to recipients by commercial carriers. Temporary receipts were obtained 
by the warehouses from the carriers. Individual receipts were obtained from 
all recipients by the distributing agency after commodities were received by the 
recipients. 

(e) Transportation.—The cost of transporting commodities from the ware- 
houses to the recipients as well as handling and storage charges by commercial 
warehouses was borne by the recipients. 


3. Records 


(a) Records maintained by the distributing agency reflecting commodity 
transactions consisted of the following : 
(1) Register reflecting incoming shipments. 
(2) Distribution lists (manifests of delivery) by warehouse, county and 
recipient. 
(3) Requests obtained from recipients. 
(4) Individual receipts obtained from recipients. 
(5) Physical inventories. 
(6) Perpetual inventory records (overall basis for all warehouses). 
(b) Records maintained by Dunbar & Co. (distribution center) included the 
following: 
(1) Requests obtained from recipients prior to distribution (in addition 
to those on file at the distributing agency. ) 
(2) Distribution lists (manifests of delivery) by warehouse, county and 
recipient. 
(3) Perpetual inventory records (overall and by individual warehouses). 
(4) Temporary receipts from recipient agencies. 
(5) Physical inventories obtained from warehouses monthly. 
(c) Records maintained by the warehouses included the following : 
(1) Perpetual inventory records. 
; (2) Distribution lists (manifests of delivery) by county and recipient. 
i (3) Temporary receipts from recipient agencies. 
j (4) Temporary receipts from drivers or carriers for load deliveries. 
4 (5) Inventory control record reflecting the daily activity of deliveries and 
balances on hand. 
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4. Storage facilities 
The storage facilities at the Springfield warehouse visited by us were con- 
sidered adequate and the commodities on hand appeared to be in good condition. 


C. RECOMMENDATIONS IN PRIOR AUDIT REPORTS 


None. (There were no prior audits of this new agency. ) 


D. DISCUSSION OF FINDINGS 


On March 24, 1953, we discussed the audit findings with Harold A. Wolfe, 
distributing agent. His comments are related in pertinent sections of this report. 


II. RECOMMENDATIONS 


We recommend that consideration be given to requiring the distributing agency 
to refund the value of commodity inventory shortages, or to replace such com- 
modities in kind in related quantities. 

R. F. PAULEY, 


Assistant Chief Auditor. 
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Exuisit B 
MarcH 3, 1953. 
Mr. Haroip A. WOLFE, 
Acting Director, School Lunch Program, 
Springfield, Ill. 


Dear Mr. WOLFE: Pursuant to your letter of February 6, relative to an audit 
report for the direct distribution program of Government donated food com- 
modities, as of December 31, 1952, and the resultant shortages and overages, 
please be advised as follows: 

With reference to the 4 bag shortage of dry beans, investigation shows that 2 
bags were damaged in unloading from the railroad car to the warehouse, where 
a number of bags were torn and in repackaging and resacking, these torn sacks, 
a shortage of 2 bags resulted. The other 2 bags were damaged in delivery to 
the schools by shifting loads, resulting in broken bags, which again in being 
resacked, left a shortage of 2 bags. 

Processed cheese indicates a shortage of 16 cases, of which 2 were destroyed 
by rodents in the Springfield warehouse and the balance of the 2 cases had to 
be destroyed. The balance of the 14 cases, shortage occurred in the Chicago 
warehouse in delivery to large schools in which some of the cases were stolen 
from the truck while the driver was making delivery. Part of this shortage 
also existed due to the fact that the large centers misinformed the distribution 
outlet as to the supposed shortages in the delivery of this item. This situation 
has been rectified by a meeting of the delivery carrier in Chicago and the school 
authorities. 

The following shortages are grouped together for the reason that the overages 
and shortages resulted from errors classified under items for distribution due 
to the similarity of cases and cartons of the following items: 

Canned beans, 6 short; canned peas, 8 short; canned tomatoes, 5 short; peanut 
butter, 4 over ; cherries, canned, red sour, 9 over. 

The differential of six cases occurred in delivery errors to various participat- 
ing schools, who failed to notify the distribution outlet of an overage delivered 
amount of these canned commodities. 

With rererence to the seven cases, shortage of shell eggs, please be advised 
that this shortage occurred from damages and spoilage in loading trucks from 
the warehouse to destination and delivery to participating schools and institu- 
tions. 

The following items of meat products are combined, inasmuch as the overages 
and shortages occurred through error in category itemization: 

Smoked hams, 10 over; turkeys, 10 over; bacon, 2 short; smoked picnics, 15 
short. 

The differential of three over is again classified as an error in category 
itemization. 

The overage of one case of dry nonfat milk has occurred in a distribution error, 
which should be adjusted in the subsequent audit you make of our direct distri- 
bution of Government donated food commodities. 

Trusting that the above explanation will prove satisfactory for the indicated 
overages and shortages and it is the honest opinion that due to the volume of 
commodities handled in Illinois, that these errors are excusable and could readily 
occur through distribution and delivery of the various commodities involved. 

Your consideration in making a favorable acceptance of this explanation and 
a discussion of these overages and shortages with the Federal agency will be 
most sincerely appreciated and we most readily assure you that every effort will 
be made to adjust our system in such a manner that such shortages shall not 
occur in the future. 

Very truly yours, 
DunBAR & Co. 
JAMES W. DUNBAR. 
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JUNE 24, 1953. 
To: Leonard R. Trainer, Director, Food Distribution Branch, PMA. 
From: Director, Fiscal Branch, PMA. 
Subject: Direct Distribution Audit Report No. M(5)3-Ill-800, Office of the 
Superintendent of Public Instruction, Springfield, Il. 

This will reply to your memorandum of June 3, 1953, concerning the subject 
audit report. 

A review of the report discloses that the general administration of the program 
was in conformance with the provisions of the agreement. Inventory adjust- 
ments for shortages were considered large and since the explanations given were 
not satisfactory, the auditor recommended that the agency be required to refund 
the value of the commodities or to replace them in kind. 

A check in the amount of $218.52, the value of the unaccounted for commodities, 
was sent to the Chicago PMA Office on May 22, 1953, and since there were no other 
items subject to further verification, we are closing the file on the case. 

Harry B. WIRIN. 


JUNE 3, 1953. 
To: J. J. Somers, Director, Fiscal Branch; D. J. Harrill, Chief Auditor, Office of 
Audit. 
From: Deputy Director, Food Disribution Branch. 
Subject: D/D Audit Report No. M(5)3—Il-800, Office of the Superintendent of 
Public Instruction, Springfield, Il. 

This has reference to subject audit and letter dated April 30, 1953, from O. F. 
Beyer, area field supervisor, to Mr. Vernon L. Nickell, superintendent, office of 
the superintendent of public instruction, Springfield, Ill, a copy of which was 
forwarded to you on May 7, 1953. 

A check in the amount of $218.52, representing the value of the commodity in- 
ventory shortages, has been received from this agency, thus satisfying the single 
recommendation made in this audit. 

Since there were no administrative exceptions, and the fiscal exception has 
been satisfied, we are closing our record of this file. 

Howarp P. DaAvIs. 


ExHIsitT 2B 
(Notr.—Exhibits 14A, 16A, 17A, and 18A also refer to exhibit 2B.) 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
PRODUCTION AND MARKETING ADMINISTRATION, 
OFFICE OF AUDIT, 
Chicago, Ill., August 24, 1953. 
To: Leonard R. Trainer, Director, Food Distribution Branch, PMA, Washington, 
D.C. Attention: M. P. Driggs. 
From: R. F. Pauley, Assistant Chief Auditor, Office of Audit. 
Subject : Transmittal of Report of Audit. 
The material described below is forwarded for the purpose indicated : 
Description Purpose 


M(5)3-Ill-801 — Direct Distribution For action and reply. Please furnish 
Program. Copy of Report of Audit the Chief Auditor with copies of cor- 
of the State of Illinois, Office of the respondence issued or received relat- 
Superintendent of Public Instruction, ing to this report. 

Springfield, Tl. 


R. F. PAvULey. 
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UNITED STATES DEPARTMENT OF AGRICULTURE, 
PRODUCTION AND MARKETING ADMINISTRATION, 
OFFICE OF AUDIT, 
Chicago, Ill., August 24, 1958. 


REPoRT OF AUDIT 





M (5)3-Itt-801 


STATE OF ILLINOIS 
OFFICE OF THE SUPERINTENDENT OF PUBLIC INSTRUCTION 
SPRINGFIELD, ILL. 


For the period February 1, 1953, to May 31, 1953, inclusive 
DIRECT DISTRIBUTION PROGRAM 


I. FINDINGS 


A. COMMODITIES SHIPPED BY USDA AND RECEIVED BY THE DISTRIBUTING AGENCY 
(EXHIBIT A) 


Quantities of commodities received by the distributing agency (secs. 6 and 32) 
agreed with the quantities shipped into the State as shown by the records of the 
area office, Food Distribution Branch. There were no shortages or damages on 
arrival 


RB, COMMODITIES DISTRIBUTED (EXHIBIT A) 
1. Agreements 

(a) Properly executed agreements were on file for all recipient agencies to 
which commodities were distributed. 

(b) School lunch agreements had been executed pursuant to the National 
School Lunch Act for schools to which section 6 commodities had been distributed 
except the St. Cyril and Methodius School, Chicago, IIL, to which the following 
commodities were distributed : 


| 
|} Quan- 


Commodity Unit of measure | ‘tity | Month delivered 
1 t 
Cheese_-- Case (6 5-pound loaves) 4 | October 1952. 
Do. pelkin tinaaenhshwhekeRee GS pase wesenkaeenes : | 4 | November 1952. 
Do.. — sntetMOenccdescdsddnsede ‘ j 3 | December 1952. 
Do. a alana en eillalick wis dite 3 | January 1953. 
Beans, canned - . wales Case (6 No. 10 cans) 3 | November 1952. 
Peas, canned ------. bow giclee nee Wc catan tdetdeennts | 2} Do. 
causing ee ees ‘ } 1 | December 1952. 
PORE. own nnncbbetlossndeduudebiebied bce do de inne | 9 | November 1952, 
Do_.- ; oe Gest hdde ksh ie — 2 | December 1952. 
Peaches, canned - - | Case (24 No. 24 cans) -_--. 3 Do, 
Peanut butter- - -- 7 Case (6 No. 10 cans) --. 1 Do. 
Tomato paste ; sl iret Bekhbe Re ate am 3 | January 1953. 
Grapefruit sections | Case (24 No. 2 cans) -__--- 2 | February 1953. 
Osa Lickin pits theta nm tenn eget hea ensadeeeellhven duabenion (hin cree ap 3 | March 1953. 





The St. Cyril and Methodius School was not covered by a school lunch agree- 
ment under the National School Lunch Act during the 1953 fiscal year. While 
this school had been under such an agreement prior to the 1953 fiscal year, ap- 
plication for participation in the 1953 fiscal year program was withheld by the 
State educational agency pending correction of contract violations found in 
an audit of the school lunch program by State agency personnel, The school 
continued to operate a lunchroom during the 1953 fiscal year, but no approval 
of its school lunch program agreement was given during this year. Harold 
A. Wolfe, distributing agent (also director of the State school lunch program), 
stated that release of section 6 commodities to this school during the 1953 fiscal 
year was an oversight as a result of the uncertain status of the school insofar 
as its participation in cash reimbursement prorgam was concerned. However, 
since no school lunch program agreement was in effect, it appeared that the 
school was not entitled to section 6 commodities and we recommend that the 
distributing agency be asked to refund the value of the section 6 commodities 
distributed to the school, or to replace such commodities in kind in related quan- 
tities. (The commodities listed above represent all section 6 distributions to the 
school during the 1953 fiscal year and up to the time of our visit.) 
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2. Eligibility of recipients to receive commodities 

It appeared that all recipient agencies receiving commodities met eligibility re- 
quirements as set forth in FDB procedures except in the case of the school men- 
tioned in the preceding paragraph. In addition, we noted that one of the 
recipient agencies receiving section 32 commodities was the St. Procopius College 
Academy, Lisle, Ill. The inclusion of the term “college academy” in the title of 
this recipient would seem to indicate that it may not come within the classification 
of a charitable institution and perhaps a determination could well be made in 
this respect. 


3. Requests for commodities 


Individual written requests for commodities were obtained from recipient 
agencies covering all deliveries. 


4, Allocations 
Allocations of commodities were within the maximum rates and periods of 
distribution established by the Food Distribution Branch. 


5. Receipts for commodities 


(a) Temporary receipts from carriers were obtained for commodities removed 
from the warehouses for delivery to recipients. 

(b) Individual receipts were obtained by the distributing agency from recip- 
ients for each delivery of commodities. Out of 379 deliveries checked, all were 
covered by individual receipts from recipients which confirmed receipt of com- 
modities in the quantities shown on the distributing agency’s records. 


6. INVENTORIES (EXHIBIT A) 


(a) Monthly physical inventories of commodities on hand were taken by 
representatives of the warehouses and submitted to Dunbar & Co., Springfield, 
Ill. (distribution center for the State distributing agency). In addition, repre- 
sentatives of the distributing agency also took monthly physical inventories at 
the warehouses. 

(b) Except for the overage of one case of grapefruit sections, the inventory 
adjustments shown on exhibit A, while occurring during the current audit period, 
covered inventory shortages and overages reported on schedule A-1 of Audit 
Report M(5)3—Il1_-800. These shortages and overages were developed in con- 
nection with physical inventories taken on February 27, 1953 (by us) and on 
March 10, 1953 (by a representative of the distributing agency), and recovery was 
made on certain shortages consistent with recommendations by the area office, 
Food Distribution Branch. Such recoveries are related in paragraph I B11. 

(c) We took a physical inventory at the Central Illinois Ice Co., Springfield, at 
which plant Dunbar & Co. stored those commodities in need of refrigeration. 
This data, compared with the book inventory as of May 31, 1953 (after accounting 
for interim transactions), revealed only one difference, a shortage of one case 
of cheese (natural Cheddar cheese received after the audit period). This 
shortage was known at the distributing agency and attempts were being made 
to trace it. 


7. Processed commodities 
No commodities were processed during the period covered by our audit. 


‘. Container salvage 


Commodities were distributed on a per case or bag basis. The distributing 
agency did not conduct a salvage program and none was contemplated. Mr. Wolfe 
stated that it would be impracticable to salvage containers in view of high trans- 
portation costs. Also, that according to State law, any funds received from the 
sale of containers could not be earmarked for use in the distribution program, but 
instead could only be credited to the State’s general fund account, without identi- 
fication. No instructions had been issued to recipient agencies regarding the 
use of the containers. 


9. Funds—control and use 

No income was received by the State as a result of the handling and distribu- 
tion of donated commodities. 

10. Distribution rates charged recipients 


A single charge per commodity was made to recipients by Dunbar & Co. 
to cover all distribution costs, including handling, storage, and transportation 
from warehouses to recipients. The rates charged were as follows: 
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Batter, CRORMCLY -- miccnnninn MAO Soke Eki a Be per pound__ $.05% 
DORRG RINE. 666 c cucdiomsnutinn antes mie eree te dtp tielet-vnie ducks WDaninn: +04 
Canned goods: 

PO Ga otudtntosoen nia. askitbtien ael.<aheceuensa-seibeos per can. .04 

DIO ews «30h catia nekeiaaiinns dnb iocaedbinmienedl do... .04% 

NO. (20 sth Us nsgee panies came Bede alsin hs Lh a0..«. 536 
CROAEC, (PFOCORIRG siitice cccay seuamansituds<snaisakatsease per pound._ .03% 
OIL. iio. isis emdtadieman domeniantcn en-aciad ihe per case... 2. 25 
NE a I 8 Re A _per pound... 04 
Ea. grate Ge ccnd eae eget nn eee ee qe... «Us 


In addition to the above, the following charges have been established for com- 
modities which are expected to be available, but which were not handled during 
the audit period: 


Cents 
IN oi ciciccaceagans mada veins Gadi tea dic alee end ae Botanic per bushel__ 50 
Canned goods: 
ON ae ae ee eter rah pe i ae per can.. 3 
TE EC sieretasi i 
OOO catenin ein beac edthnemmaniin ce, steams timate pain! oD 
DN i aac cae a clei a lan la aera ia ac + a | 
i CE cated co nthatinds te ct tdci adeenabkitie per pound._ 4 
BER Es ceies taht cast OAS clare de hm gobi Leenks ch nite Mannie ange Sen tes a 
AI i. csci tern tin Adan cited Amini ui tiginlR mebetidnkia atnstntentad 00s.2<..2 
ON ai Sin ti tine ale eet ical, dalle ta heel aal per hundredweight__ 50 


11. Shortages, damages, losses or diversions 

Payments received from Dunbar & Co., Springfield, Ill., distribution center for 
the State of Illinois, covering inventory losses were as follows (there were no 
claims pending) : 


Amount of claim 


Commodity | Quantity Section and amount 
| recovered 
Beans, canned 1 case 6 | $4. 20 
Cheese_- 1 case 6 12. 72 
Tomatoes 7 cases | 6 28. 07 
Tomato paste 2 cases 6 | 13. 06 
Bacon 2 boxes a 32 | 46. 29 
Picnics 5 cases 32 114. 18 
| 

| - — 

Total ‘ | 218. 52 


The total amount recovered was submitted to the area office, Food Distribution 
Branch. 


12. Reports from schools and institutions 

Commodity inventory reports had been obtained by State auditors performing 
audits at various schools. In addition, commodity inventory reports were ob- 
tained by the distributing agency from all recipients as of March 31, 1953. We 
found that the distributing agency had followed up on any excessive stocks re- 
ported, and that in some instances transfers between recipients resulted. 
13. Internal control 

The distributing agency’s controls governing the receipt and distribution of 
commodities were considered adequate, except for the distribution of section 6 
commodities to one ineligible recipient, as explained in paragraph IB1(b). 

C. DISCUSSION OF AUDIT FINDINGS 


On August 18, 1953, we discussed the audit findings with Harold A. Wolfe, 
distributing agent. His comments are related in pertinent sections of this report. 


II. RECOMMENDATIONS IN PRIOR AUDIT REPORTS 


All recommendations in prior audit reports have been adopted or otherwise 
satisfactorily cleared. 
III. RECOMMENDATIONS 


We recommend that the distributing agency be required to refund the value 
of section 6 commodities distributed to the St. Cyril and Methodius School, Chi- 
cago, or to replace such commodities in kind in related quantities. (See par. 
IB1 (b).) 
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IV. Finpines (ADMINISTRATIVE) 


A. CONFORMANCE WITH AGREEMENT AND INSTRUCTIONS 


No administrative deviations from the terms of the distributing agency's 
agreement with the USDA and from instructions issued by the Food Distribution 
Branch were noted during the course of our audit, except as noted in para- 
graph IB1(b). We noted, however, that a recipient agreement existed be- 
tween the distributing agency and the St. Procopius College Academy, Lisle, 
TIll., and that regular distributions of section 32 commodities had been made 
to this recipient as a nonpenal tax-exempt public or private charitable institu- 
tion serving needy persons. The inclusion of the term “college academy” in 
the name of this recipient, however, implies that it may not come within the 
classification of a charitable institution; and there was no indication in the 
distributing agency files that inquiry had been made in this connection. There- 
fore, we recommend that the distributing agency be asked to take the steps 
necessary to determine whether this recipient meets eligibility requirements, 
and to take any further action which may become necessary as a result of such 
determination. 


B. METHOD OF OPERATION 


The method used by the distributing agency in the receiving, handling, and 
distribution of commodities was considered satisfactory. 


C. RECORDS 


1. Records maintained by the distributing agency showing commodity transac- 
tions consisted of the following: 
(a) Register of incoming shipments. 
(6) Distribution lists (manifests of delivery) by warehouse, county, and 
recipient. 
(c) Requests obtained from recipients. 
(d) Individual receipts obtained from recipients. 
(e) Monthly physical inventories. 
(f) Perpetual inventory records. 
2. Records maintained by Dunbar & Co. (distributing center) included the 
following: 
(a) Requests obtained from recipients prior to distribution (in addition 
to those on file at the distributing agency). 
(b) Distribution lists (manifests of delivery) by warehouse, county, 
and recipients. 
(c) Perpetual inventory records (overall and by individual warehouses). 
(d@) Temporary receipts from recipient agencies. 
(e) Physical inventories obtained from warehouses. (Monthly from the 
two Springfield warehouses, and weekly from the Chicago warehouse. ) 
8. Records maintained by the warehouses included the following : 
(a) Perpetual inventory records. 
(b) Distribution lists (manifests of delivery) by county and recipient. 
(c) Temporary receipts from recipient agencies. 
(d@) Temporary receipts from drivers or carriers for load deliveries. 
(e) Inventory control record showing the daily activity of deliveries and 
balances on hand. 
D. FUNDS 


No income from recipients was received by the State for the handling and dis- 
tribution of donated commodities. However, Mr. Wolfe stated that a reduction 


in the handling charges made to recipients by the distribution center (Dunbar & 
Co.) was under consideration. 


EK. STORAGE FACILITIES 


The storage facilities at the warehouse visited by us were considered adequate 
and the commodities on hand appeared to be in good condition. 


F, GENERAL ADMINISTRATION 


The State of Illinois, office of the superintendent of public instruction, acted 
as the sole distributing agency for the distribution of USDA donated commodi- 
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ties in the State of Illinois. The distribution of commodities was under the 
general direction of Harold A. Wolfe, director, State school lunch and direct dis- 
tribution programs. Agreement Form FP-51, signed by Vernon L. Nickell, super- 
intendent of public instruction, was effective June 13, 1952. 


G. DESCRIPTION OF OPERATIONS 
1. General 


The control of operations was centralized under the direction of the distributing 
agency, while distribution was decentralized at the various warehouses under the 
control of Dunbar & Co., Springfield, Ill., the sole distribution center for the 
distributing agency. 


2. Receiving 
Commodities received were stored at 3 commercial warehouses, 2 in Spring- 
field and 1 in Chicago. 


8. Allocations 

Monthly allocation notices of available commodities, accompanied by blank 
request forms, were sent to recipients by Dunbar & Co. The returned request 
forms were used by Dunbar & Co. in preparing distribution lists showing eligible 
recipients and quantities of commodities allocated. 


4. Distribution 

Commodities were distributed by the warehouses in accordance with the dis- 
tribution lists prepared by Dunbar & Co. Deliveries were made to the recipients 
by commercial carriers. Temporary receipts were obtained from all recipients 
by the distributing agency after commodities were received by the recipients. 
5. Transportation 

The cost of transporting commodities from the warehouses to the recipients 


as well as handling and storage charges was borne by the recipients. All pay- 
ments were made by the recipients to the distribution center, Dunbar & Co. 


V. RECOMMENDATIONS IN Prion AubDIT REPORTS (ADMINISTRATIVE) 
None. 
VI. RECOMMENDATIONS (ADMINISTRATIVE) 


We recommend that the distributing agency be asked to take the steps neces- 
sary to determine whether the St. Procopius College Academy, Lisle Ill., meets 
eligibility requirements as a recipient agency, and to take any further action 
which may become necessary as a result of such determination. (See par. 1V A.) 

R. F. PAULEY, 
Assistant Chief Auditor. 





AGRICULTURAL MARKETING SERVICE, 
May 7, 1954. 
To: Leonard R. Trainer, Director, Food Distribution Division, AMS. 
From: Director, Budget and Finance Division, AMS. 
Subject: Direct distribution audit report No. M(5) 3-Il1-801, office of superin- 

tendent of public instruction, Springfield, Ill. 

Reference is made to your memorandum of November 24, 1953, transmitting 
an administrative statement relating to distribution of section 6 commodities 
to an ineligible school as disclosed in the subject audit report. 

A review of the report shows that the program was satisfactorily operated 
by the distributing agency except that commodities had been allocated to the St. 
Cyril and Methodius School, Chicago, Ill, which was not participating in the 
1953 school-lunch program, and therefore, not eligible to receive the donated 
commodities. A claim of $314.67 was established for the value of the commodi- 
ties erroneously allocated, but the school was unable to repay the amount and 
the distributing agency had no funds with which to reimburse the Government, 
_ Upon receipt of your recommendation that the claim be withdrawn, we re- 
ferred the matter to the Office of the Solicitor for an opinion as to whether or 
not the claim could be withdrawn in accordance with the decision of the Comp- 
troller General dated January 4, 1951 (B-96395) which permits withdrawal of 
uncollectible cash assistance payments made to schools. 
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The Deputy Solicitor in his reply dated April 19, 1954, states that in the 
opinion of that office the decision of the Comptroller General referred to would 
apply to an uncollectible claim for section 6 commodities improperly distributed 
as well as uncollectible cash assistance payments, and the amount of the claim 
need not be recovered 

Since there are no other items subject to further verification, we concur in 
your recommendation that the file on the report be closed. 

ARTHUR J. HOLMAAS. 





ADMINISTRATIVE STATEMENT CONCERNING DISTRIBUTION OF SECTION 6 COMMODITIES 
BY THE ILLINOIS STATE OFFICE OF THE SUPERINTENDENT OF PUBLIC INSTRUCTION 
TO THE St, CYRIL AND MerHopiIUS SCHOOL, AN INELIGIBLE RECIPIENT AGENCY 


During the course of an audit of the operations of the office of the superin- 
tendent of public instruction, Springfield, I11., it developed that section 6 com- 
modities valued at $3814.67 were distributed by the State agency to the St. 
Cyril and Methodius School, Chicago, IL, an ineligible recipient, by the reason 
of the fact that at the time distributions were made, the school was not approved 
for participation in the national school-lunch program. 

As recommended, in subject audit report, we presented a claim in the amount 
of $314.67 to the Lllinois distributing agency for section 6 commodities shipped 
to the St. Cyril and Methodius School. This action led to the distributing agency 
sending us the attached copy of a letter from Mr. Joseph B. Keegan, executive 
secretary, Back of the Yards Neighborhood Council, in which the State agency is 
advised that no funds are available at the school to pay the claim. Further, the 
Illinois agency has advised us (copy of letter attached) that they are estopped 
by State law from using State-appropriated funds to pay claims of this type. In 
the agency letter, we are informed that although the school was denied cash re- 
imbursement because the agency withheld approval to participate in the program 
during 1952-53, that through an honest error the distribution of commodities 
was continued. It appears that the school’s agreement for a participation in the 
national school-lunch program was not canceled pending a decision as to a claim 
developed against the same school in a 1949 audit report M(5)9—Ill-1. 

In reviewing our records relating to audit report M(5)9-Ill-1, we find that 
on March 18, 1953, we closed the file involving a claim for $1,092 for school-lunch 
fund overpayments against the St. Cyril and Methodius School because the school 
was unable to repay the Government and concurrently the office of public instruc- 
tion, State of Illinois, was relieved of further responsibility for the collection 
of the claim through the provisions of the decision of the Comptroller General 
No. B-96395, dated January 4, 1951. 

In the 1953 audit report file, we find no additional information which would 
indicate that the St. Cyril and Methodius School could repay the new claim of 
$314.67. Further, although the Comptroller General’s decision specifically refers 
to claims relating to overpayments, we have in this instance similar related facts 
which, when we use the first audit file as a guide, results in a similar conclusion 
in regard to closing the second audit report file. 

Related facts are that both claims resulted from operations under the National 
School Lunch Act, Public Law 396, 79th Congress. The same State agency and 
same school are involved. A reasonable but unsuccessful attempt was made by 
the State agency to collect each claim and in each instance the State agency ad- 
vised that it is unable to pay the claims from State-appropriated funds. 

The two cases differ somewhat in that the overpayments reported in the first 
audit were made by the agency with no knowledge of a defect in the school’s 
operations, whereas, in the second audit, the commodities were distributed at a 
time when cash payments were being withheld pending a settlement of the first 
claim. The State agency admits distribution in the second audit to be an honest 
error. However, it can be seen that if the school had paid the first claim, their 
application for participation in the program would have been approved and such 
approval would have permitted the distribution of the section 6 commodities, 
since the school-lunch agreement had not been canceled. It is also true that 
since most cash reimbursement-type claims are satisfactorily adjusted, and since 
generally the whole school year’s supply of section 6 commodities must be shipped 
when available, it is often not in the interest of the program to withhold com- 
modities pending adjudication of claims for reimbursement. 

Since all evidence indicates that funds are not available for payment of this 
claim either at the State agency or the recipient school, we feel that no useful 
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purpose would be served in insisting on further collection efforts. We also feel 
that such action would not be in the best interest of the Government. We there- 
fore administratively recommend that this audit file be considered closed. How- 
ever, the matter is submitted to you for whatever further action you may deem 
appropriate. 


STATE OF ILLINO!s, 
OFFICE OF THE SUPERINTENDENT OF PUBLIC INSTRUCTION, 
Springfield, October 9, 1953. 
Mr. O. F. BEYER, 
Area Field Supervisor, Food Distribution Branch, 
United States Department of Agriculture, 
Production and Marketing Administration, 
Chicago, Ill. 

DeEAR Mr. BEYER: In response to your letter of September 14, regarding noted 
discrepancies of distribution under section 6 of Government-donated food com- 
modities to the St. Cyril and Methodius School in Chicago, I1., during the 1952- 
53 fiscal year resulting from an audit made by your agency, following is a reply 
regarding Illinois explanation of its inability to collect or repay the established 
3 amount for the commodities delivered to the above-mentioned school in error. 
3 1. I am enclosing a copy of a letter received from Mr. Joseph B. Meegan, 
executive secretary of Back of the Yards Neighborhood Council, Chicago, Il., 
under whose jurisdiction this school participates in the program, which indicates 
the reason why payment cannot be received from the school in question. 

2. Due to Illinois fiscal setup, it would be impossible for us to draw a war- 
rant from appropriated funds to repay the claim, inasmuch as school funds, as 
appropriated are restricted to payments for salaries, other administrative school- 
lunch accounts, and subsidized payments made directly to county superintendents 
of schools. 

38. There is no doubt that the distribution of commodities in question were 
caused by an honest error in this office, however, even though the application 
was never approved, the contract entered into with the school had never been 
formally canceled and was not canceled until the disposition of the overclaimed 
amount from the school for the subsidized program, and was cleared by corres- 
pondence fom your agency. 

With reference to the section 32 commodities distributed to the St. Procopius 
College Academy, Lisle, Ill., please be advised that this is a school, which pro- 
vides education to students through high school age and students who enter a 
religious order. Actually the name “college” or “academy” is superfluous, inas- 
much as all enrolled students are of high school age or under and the academy 
is considered more or less aS a charitable institution, inasmuch as attending 
= children in the majority are resident students of the academy. 

q We accept and appreciate the acceptance of our explanation for the one case 
shortage of natural section 32 cheese and are properly adjusting our inventory 
balance in keeping with the third to the last paragraph in your letter. 

Very truly yours, 





eS SS 


HArotp A. WOLFE, 
Director, School Lunch Program. 


~~ a 


4 BACK OF THE YARDS NEIGHBORHOOD COUNCIL, 
September 22, 1953. 


Mr. Haro_p A. WOLFE, 
Director, Federal-State School Lunch Program, 
4 Chicago, Jil. 

My Dear Mr. Wore: The Back of the Yards Council has made a very sincere 

effort to collect from St. Cyril and Methodius School the sum of over $300 due 
4 to the Federal Government for surplus foods used from September 1952 to June 
4 1953 under section 32 of the United States Department of Agriculture. 
4 I am sorry to report that the pastor, Monsignor Bobal who has been stationed 
at St. Cyril and Methodius parish for over 63 years, died during the summer 
months and Rev. James Cermak, assistant, has been transferred from the parish. 
After having a conference with the new pastor, Rev. William Plackstka, I have 
learned that there are no funds available and, added to his problem is an over- 
crowded school which necessitates a new school building with no money to pay 
for it. 


- Scorers &@ or 
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— 2 


Sincerely yours, 
JOSEPH B. MEEGAN, 
Erecutive Secretary. 
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NOVEMBEB 24, 1953, A 

To: J. J. Somers, Director, Fiscal Division. 3 

From: Deputy Director, Food Distribution Division. 

Subject: Direct distribution audit report No. M(5)3-—I1-801, office of the super- 
intendent of public instruction, Springfield, Ill. 


There is enclosed for your consideration and appropriate handling, five copies 
of an administrative statement relating to the distribution of section 6 commo- 
dities to an ineligible school by the Illinois State distributing agency. : 

These distributions were brought to our attention in the audit, report as men- ¥ 
tioned above. We shall appreciate advice of the action taken in this case. 


Howakp P. Davis. 


a ateian i Salient iss 


ExHIsIt 3B 
(Note.—Exhibits 21A, 22A, 23A, and 29A also refer to exhibit 3B.) 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
AGRICULTURAL MARKETING SERVICE, 
PROGRAM APPRAISAL AND AuDIT DIVISION, 
Chicago 10, Ill., October 6, 1954. 
To: Leonard R. Trainer, Director, Food Distribution Division, AMS. Attention: 
M. P. Driaes. 
From: M. K. Burrows, Supervisory Auditor. 
Subject: Transmittal of report of audit. 


The material described below is forwarded for the purpose indicated: 


Description Purpose 
M(5)4-Ill-800 — Direct distribution For action and reply. Please furnish 
program. Copy of report of audit of the director, PAAD, with copies of 
the office of the superintendent of correspondence issued or received re- 

pubile instruction, Springfield, I. lating to this report. 


M. K. Burrows. 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
AGRICULTURAL MARKETING SERVICE, 
PROGRAM APPRAISAL AND AUDIT DIVISION, 
Chicago 10, Ill., October 6, 1954. 


Report oF Aupit—M (5)4-Il1-800 
STATE OF ILLINOIS 
OFFICE OF THE SUPERINTENDENT OF PUBLIC INSTRUCTION 
SPRINGFIELD, ILL. 
For the period February 1, 1954, to May 31, 1954, inclusive 
DIRECT DISTRIBUTION PROGRAM 
I. FINDINGS 
A. COMMODITIES RECEIVED (EXHIBIT A) 


Quantities of commodities received by the distributing agency (sections 8 and 
32) agreed with the quantities shipped into the State as shown by the records of 
the area office, Food Distribution Division, except for shortages and damages 
on arrival as shown below: 


Shortages and damages on arrival 


Bec; G: Crate 00000. nko etic ok aie ds einen 2 cases (D) 
Sec. 32: 
SOOO. TsO ee SEU ie peli is ls lc Ss inane 5 bags (D) 
SOGL GIT BTA VT nn oi is reli See ee ei eu 4 cases (D) 
SUNT occa secnmaicdann dc iabhdabntinth dete nls ttik tektites 1 case (D) 
OS I iain iiss ic tetcun idaatints. Saat nina hela patie tiniest 1 case (D) 
POI BI a iin pint hci eit nhetacdiidicad Nettie de alanelatie so cE, Le 1 box (D) 


at 1 bag (S) ; 
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B. COMMODITIES DISTRIBUTED (EXHIBIT A) 


1. Agreements 


(a) Properly executed agreements were on file for all recipient agencies to 
which commodities were distributed. 

(b) In each instance, a school lunch agreement had been executed pursuant to 
the National School Lunch Act for schools receiving section 6 commodities. 
2. Eligibility of recipients to receive commodities 

(a) As the result of an administrative analysis made by a representative of 
the area office; Food Distribution Division, in November 1953, the Concordia Theo- 
logical Seminary, Springfield, Ill., was determined as ineligible to receive com- 
modities. The distributing agency immediately discontinued distributions of 
commodities to this seminary and canceled its recipient agreement on December 
3, 1953. In addition the distributing agent reviewed all other agreements with 
institutions and made inquiries in instances where any question of eligibility 
was indicated. These inquiries disclosed doubt of eligibility in three other 
cases, and their agreements were canceled. Each of these four institutions had 
appeared on the eligible list of recipients submitted to the present distributing 
agency by the predecessor distributing agency (the Illinois Public Aid Com- 
mission) in August 1952, and each had signed an agreement with the present dis- 
tributing agency stating that it was “a nonpenal tax-exempt public or private 
charitable institution with needy persons residing therein who are unable to 
pay the full charge for services provided to them.” The four organizations in- 
volved are listed below : 

Date of 


cancellation 


Name of recipient of agreement 


Concordia Theological Seminary, Springfield___._.._.__._ _____ December 3, 1953 
St. Pramcia FiGepite) POO e ececelis. teer wek ewicineatewies December 19, 1953 
BSrOC IIT ee ee ee OO CE i iii acces settee ntl evict ni sewed bi March 10, 1954 


St.. Maree RINOIG: ROU TO issih ssiiectccecsire Sel icteigien March 10, 1954 


3. Allocations 


Allocation rates used by the distributing agency in the distribution of com- 
modities appeared equitable, and none was in excess of limitations prescribed by 
the area office, Food Distribution Division. 


}. Requests for commodities 


Individual written requests for commodities were obtained from recipient 
agencies covering all deliveries. 


+. Receipts for commodities 

(a) Temporary receipts from carriers were obtained for commodities removed 
from the warehouses for delivery to recipients. 

(b) Individual. receipts were obtained by the distributing agency from re- 
cipients for each delivery of commodities. Out of 811 deliveries checked, all were 
covered by individual receipts from recipients which confirmed receipt of com- 
modities in the quantities shown on the distributing ageney’s records. 


6. Inventories—(exhibit A) 


(a) Monthly physical inventories of commodities on hand were taken by 
representatives of the warehouses and submitted to Dunbar & Co., Springfield, 
lll. (distribution center for the State distributing agency). In addition, repre- 
sentatives of the distributing agency also took monthly physical inventories 
at the warehouses. 

(b) Inventory adjustments covered overages and shortages at both the Chi- 
cago and Springfield warehouses. Each month the distributing agency reported 
to the area office, VDO, the shortages and overages resulting in inventory ad- 
justments, as well as the reasons therefor; asking that determination be made 
as to whether recovery needed to be made from the warehouses on the shortages. 
Recoveries were then made by the distributing agency in accordance with the 
area oOffice’s instructions. Such recoveries are shown in paragraph I B 11. 
Reasons presented for other inventory shortages and/or overages appeared 
reasonable. (The shortage of 19 cases (12 514 cans) of honey was offset by an 
overage of 19 cases (6 814 cans) of honey. The differences were due to book- 
keeping errors.) 
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(c) We took a physical inventory at the Produce Terminal & Cold Storage 
Co., Chicago, Ill., at which plant Dunbar & Co. stored commodities for distribu- 
tion to recipients in the Chicago area and adjacent territory. A comparison of 
this data with the book inventory as of May 31, 1954 (after accounting for in- 
terim transactions), revealed no differences. 

7. Processed commodities 

While no commodities were processed during the audit period, 274,924 pounds 
of bulk butter were repackaged into 1 pound prints during March and May 1954. 
There was a yield of 8,591 cases of 32 1 pound prints, or 274,912 pounds, from 
the repackaging; a loss of 12 pounds. Information on the repackaging was 
submitted to the area office, Food Distribution Division, by the distributing 
agency in their reports of audits dated May 31, and June 30, 1954. 


8. Container salvage 

Commodities were distributed on a per case or bag basis. The distributing 
agency did not conduct a salvage program and none was contemplated. Harold 
A. Wolfe, distributing agent, stated that it would be impracticable to salvage 
containers in view of high transportation costs. Also, that according to State 
law, any funds received from the sale of containers could not be earmarked for 
use in the distribution program, but instead could only be credited to the State’s 
general fund account, without identification. No instructions had been issued 
to recipient agencies regarding the use of the containers. 


9. Funds—control and use. 

No income was received by the State as a result of the handling and distribu- 
tion of donated commodities. 

10. Distribution rates charged recipients. 

A single charge per commodity was made to recipients by Dunbar & Co. to 
cover all distribution costs, including handling, storage, and transportation from 
warehouses to recipients. The charges also covered warehouse personnel work 
in connection with the preparation and mailing of allocation notices to recipients, 
preparation of distribution lists based on recipient requests, preparation of receipt 
forms, and preparation and mailing of billings to recipients. Payments covering 
these charges were made directly to Dunbar & Co. The rates charged during 
the 1954 fiscal year were as follows: 


Cents 
NE I  sisccicteicninatcesepacntatsgei Geahnicd tahaicinpa dens Deiat Stadiendeae .-.-per case... SS 
RRs, UN snk icine rcs vide cine lee sits cinco So te Sn _._..per pound__ 2% 
PURO. CONICET ooo ck eeicina cence eenbheanstanwnannenne acca 4% 
Canned goods: 
Oi Dick: dink pecenasaa we cas henbahhde hin an iy Ce hte anise eet dl per can_-_ 4 
BO CUR 0 Bisiairi nnn atssictmscmician wii Mmenthiais ttm Oe a 5% 
Ney) Gisciisenta wes etbinnseile 1c aes n tae eeetmnieneeensts iden 10 
Bi ORIG sachs cncectiba bats $065 d otk eee RS eee She 40 ics 10 
DS OIG ince perk e se ceria ahs OREO RR EEE eet on 12% 
NO. %Oiivcussacecuameenutindestas ee eee ee a 16 
D iin nnd nbicig ede nteumndann Mable daben 2 See 18 
Noi atin ssoctconcsevaseracehasiidtle me sesaaadatenmaio Seats ahelisieaa Sots ees _-per pound_-_ 3% 
Milk, dried__-- iicid.. cst, eee suse Sie eects. SOP aL 3 
REGREHUGINOURS ini oe a dda ein ee ke oe G0ss6u 4 
Peet. COO ic ik... wh ed beds ede ce ee RE ERS. per box 120 
PO A. bth cide atic. ddan hdeda bes Sn desi Se Wo 95 


1 Reduced from 7% cents on Jan, 1, 1954. 
2 Reduced from 4 cents on Feb, 3, 1954. 


Note,—-State institutions (which preferred print butter to bulk butter) were charged 
an additional 1 cent per pound because of repackaging costs. While the repackaging cost 
was 1.37 cents per pound, Dunbar & Co. absorbed the 0.37 cent difference between the 
repackaging cost and the additional price charged the institutions. 
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Dunbar & Ce. also absorbed some extra costs in connection with the distri- 
bution of potatoes. In the Murphysboro area Dunbar & Co. paid a hired trucker 
$1.05 per bag on 1,700 bags of potatoes; and in connection with Chicago de- 
liveries Dunbar & Co. pair a hired trucker 95 cents per bag on 2,675 bags of 
potatoes. (No recipient charges were in excess of 95 cents per bag for all 
handling costs.) Mr. Wolfe explained that in several Illinois counties, unions 
required that a union driver and helper from such closed territories take over the 
deliveries. 


11. Shortages, damages, losses or diversions subsequent to receipt of commodities 
by distributing agency. 
-*ayments received from Dunbar & Co., Springfield, Il., distribution center for 
the State of Illinois, covering inventory losses were as follows (there were no 
claims pending) : 


Amount of Month 
. — | Seer = , claim and in which Date of 
Commodity Quantity Section amount shortage recovery 
recovered occurred 
Cases 
Butter Miksa SSRUCHTSDkehwewnEeN ll 32 $238.66 | November | Dec. 21, 1953 
1953 
Beef and gravy -.---- Sakuauennbae 2 | 32 |\ . av J December }) — 
BR cocnnannendnecsabs 1 32 | 5.47 1) 1953. Jan. 21, 1954 
Peanut butter- --- nebeame'y i 4 6 38.88 | February | Mar. 25, 1954 
| 1954 
ONG. cdicktanbctceeusndepaskeurce 5 | 32 17.10 | June 1954 July 13, 1954 
SN ie teats vantionansamalia aie eas os aeaioad MEY Pie idsactacuss blesses 


1 Inventory adjustment shown on exhibit A. 

The total amount recovered was submitted to the area office, Food Distribu- 
tion Division. 
12. Reports from schools and institutions 


Commodity inventory reports had been obtained by State auditors performing 
audits at various schools. In addition, commodity inventory reports were ob- 
tained by the distributing agency from all recipients as of March 31, 1954. We 
found that the distributing agency had followed up on any excessive stocks re- 
ported, and that in some instances transfers between recipients resulted. 


13, Internal control 
The distributing agency’s controls governing the receipt and distribution of com- 
modities were considered adequate, except that the ineligibility of four recipient 
agencies was only recently detected, as explained in paragraph I B 2. 
C. DISCUSSION OF AUDIT FINDINGS 


On September 10, 1954, we discussed the audit findings with Harold A. Wolfe, 
distributing agent. His comments are related in pertinent sections of this report. 


II. RECOMMENDATIONS IN PRIOR AUDIT REPORTS 
All recommendations in prior audit reports have been adopted or otherwise satis- 
factorily cleared. 
III. RECOMMENDATIONS 
(For consideration by the area office, Food Distribution Division) 


None. 
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IV. Frnvines (ADMINISTRATIVE) 
A. CONFORMANCE WITH AGREEMENT AND INSTRUCTIONS 


No administrative deviations from the terms of the distributing agency’s 
agreement with the USDA and from instructions issued by the Food Distribution 
Division were noted during the audit, except as noted in paragraph I B 2. 


B. METHOD OF OPERATION 


The method used by the distributing agency in the receiving, handling, and 
distribution of commodities was considered satisfactory. 


C. RECORDS 


1. Records maintained by the distributing agency showing commodity trans- 
actions consisted of the following: 
(a) Register of incoming shipments. 
(b) Distribution lists (manifests of delivery) by warehouse, county, and 
recipient. 
(c) Individual receipts obtained from recipients. 
(d@) Monthly physical inventories. 
(e) Perpetual inventory records. 
2. Records maintained by Dunbar & Co. (distribution center) included the 
following: 
(a) Requests obtained from recipients prior to distribution. 
(b) Distribution lists (manifests of delivery) by warehouse, county, and 
recipient. 
(c) Perpetual inventory records (overall and by individual warehouses). 
(d@) Temporary receipts from recipient agencies. 
(e) Physical inventories obtained from warehouses (monthly from the 
two Springfield warehouses, and weekly from the Chicago warehouse). 
3. Records maintained by the warehouses included the following: 
(a) Perpetual inventory records. 
(0) Distribution lists (manifests of delivery) by county and recipient. 
(c) Temporary receipts from recipient agencies. 
(d@) Temporary receipts from drivers or carriers for load deliveries. 
(e) Inventory control record showing the daily activity of deliveries and 
balances on hand. 
D. FUNDS 


No income from recipients was received by the State for the handling and 
distribution of donated commodities. 


E. STORAGE FACILITIES 


The storage facilities at the Chicago warehouse visited by us were considered 
adequate and the commodities on hand appeared to be in good condition. 


F. INVENTORIES (EXHIBIT A) 


All of the commodities on hand at the close of the audit period were distributed 
during June, July; and August, except a portion of the dried beans (received 
in May 1954). Some of the beans were distributed during June with the balance 
being reserved for distribution after the reopening of schools in September 1954. 


G. GENERAL ADMINISTRATION 


1. The State of Illinois, office of the superintendent of public instruction, acted 
as the sole distributing agency for the distribution of USDA-donated commodities 
in the State of Illinois. The distribution of commodities was under the general 
supervision of Harold A. Wolfe, director, State school lunch and direct distribu- 
tion programs. Agreement form FF-51, signed by Vernon L. Nickell, super- 
intendent of public instruction, was effective June 13, 1952. 

2. ‘Distributing agency personnel consisted of the distributing agent, 1 auditor, 
1 secretary, and 2 clerks. The amount of $20,100 was appropriated by the 
Illinois State Legislature to defray the costs of salaries, travel, and miscellaneous 
expenses in connection with the general administration of the Illinois direct 
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distribution program. This amount did not include the salary of Mr. Wolfe, 
distributing agent, as his salary was paid from funds appropriated for the 
school-lunch program. 


H. DESCRIPTION OF OPERATIONS 

1. General 

The control of operations was centralized under the direction of the distributing 
agency, while distribution was decentralized at the various warehouses under 
the control of Dunbar & Co., Springfield, Ill., the sole distribution center for the 
distributing agency. 
2. Receiving 

Commodities received were stored at 3 commercial warehouses, 2 in Spring- 
field and 1 in Chicago. 


3. Allocations 

Each month, the distributing agency supplied Dunbar & Co. with a list of 
commodities to be distributed during the month. These lists designated the typ: 
of recipient eligible to receive the various commodities, and the maximum quan- 
tity which could be allocated per participant. From this information, Dunbar 
& Co. prepared form Ill. ARD, the first copy of which served as a notice of allo- 
cation which they sent to the recipients. Based on recipient requests (returned 
copy of allocation on which recipients had shown quantities requested) Dunbar 
& Co. completed the remaining copies of the form Ill. ARD, to show quantities 
to be delivered to each recipient, and submitted them to the warehouses. 


Distribution 

(a) Schools, institutions, and summer camps.—Distributions were made once a 
month. Commodities were distributed by the warehouses in accordance with 
distribution lists prepared by Dunbar & Co. from the recipient requests. Except 
for a few pickups by recipients, deliveries were made by commercial carriers. 
Temporary receipts for all commodities released were obtained by the ware i 
houses and submitted to Dunbar & Co. Individual receipts were obtained from | = 
recipients by Dunbar & Co. and submitted to the distributing agency together 
with the distribution lists for each county. The distributing agency checked the 
compiled information for each county with the recipient receipts attached there- 
to. From the distribution lists, the distributing agency prepared a summariza- 
tion of distributions at the end of each month, as well as perpetual inventory 
records by warehouses and on a consolidated basis. The distributing agency 
checked such compiled information with Dunbar & Co.’s records during the 
course of monthly audits. Differences between the records compiled by the dis- 
tributing agency and those maintained by Dunbar & Co. were resolved and neces 
sary adjustments made. 

(b) Welfare clients.—Distribution of commodities to welfare clients was con 
fined to 1,200 needy women attending prenatal clinics operated by the Chicago 
Board of Health. The distribution was handled by the distributing agency 
through the Chicago Board of Health in accordance with instructions prescribed 
by the Food Distribution Division. Monthly allocation notices of commodities 
available were sent to the Chicago Board of Health. Commodities were dis- 
tributed by the warehouses in accordance with the requests, and individual re- 
ceipts were obtained from the Chicago Board of Health. Distributing agency 
institutions required the Chicago Board of Health to obtain written acknowledg- 
ment of receipt of commodities from the welfare clients. These instructions 
were followed according to a written report of a check of operations at the Chi- 
cago Board of Health, and at the clinics, by a representative of the distributing 
agency. Internal control governing the distribution of commodities for welfare 
clients was considered adequate. 


5. Recipient agencies 

It appeared that all recipient agencies except those referred to in paragraph 
IB2 of this report, met eligibilty requirements as set forth in the FDD proce- 
dures. While regular distributions of USDA-donated commodities had been made 
for several years to the four recipients determined to be ineligible, it was ap- 
parent that the distributing agency made such distributions in the belief that 
the recipients were eligible; and as soon as there was reason to doubt their 
eligibility the distributing agency discontinued distributions and canceled the 
recipient agreements. Also, there was no indication that the recipients, in ac- 
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cepting the commodities, were not acting in good faith. In a conversation with 
a representative of the area office, Food Distribution Division, we were in- 
formed that recovery on the commodities distributed probably would not be 
expected in this instance. Subsequently the area field supervisor, FDD, in a 
memorandum dated September 14, 1954, stated that he felt the matter was one 
for administrative determination rather than one for fiscal audit exception. In 
view of the circumstances, we recommend that an administrative determination 
be made as to whether recovery should be effected on commodities distributed 
to the four ineligible recipients. 


V. RECOMMENDATIONS IN Prion AupDIT Reports, ADMINISTRATIVE 


All recommendations in prior audit reports of an administrative nature have 
been adopted or otherwise satisfactorily cleared. 


VI. RECOMMENDATIONS, ADMINISTRATIVE 
(For consideration by the area office, Food Distribution Division) 


We recommend that an administrative determination be made as to whether 
recovery should be effected in connection with commodities distribution to four 
neligible recipients. (See par. lV H 5.) 

M. K. Burrows, 
Supervisory Auditor. 


DECEMBER 29, 1954. 
To: A. J. Holmaas, Director Budget and Finance Division. 
Attn: R. G. Schottler, Chief, Fiscal Branch. 
From: Deputy Director, Food Distribution Division. 
Subject: DD Audit Report M(5)4-I11L-800. 

This has reference to subject audit report covering the operations of the office 
of the superintendent of public instruction during the period February 1, 1954 
to May 31, 1954. 

We concur in the administrative determination made by Mr. Beyer, area field 
supervisor, in his letter of September 14 (copy attached) to Marian Burrows, 
supervisory auditor at Chicago in connection with the distribution of commodities 
to four ineligble recipients. 

Since there were no fiscal exceptions or recommendations requiring further 
corrective action, we are closing our file of this audit. 

Howargp P. Davis. 


AGRICULTURAL MARKETING SERVICE, 
Chicago 6, Itl., October 18, 1954. 

To: M. P. Driggs, Chief, Direct Distribution Branch, Food Distribution Division, 

Washington, D.C. 

From: O. F. Beyer, Area Field Supervisor, FDD. 

Subject: Direct Distribution Report of Audit—M (5) 4-II11-800. 

Please refer to your copy of our letter dated October 8 to Mr. Vernon L. Nickell, 
Superintendent of public instruction, State department of public instruction, 
Springfield, Ill, in which we closed subject audit file. 

_ Under section VI—recommendations, administrative—page 10, the recommenda- 
tion is noted that an administrative determination be made as to whether re- 
covery should be effected in connection with commodities distributed to four 
ineligible recipients. (See par. IV H5.) 

This matter was discussed with Mrs. Marian Burrows, supervisory auditor, 
prior to the compilation of the audit report and in response to her request, we 
a to her a memorandum on this matter. (See copy of memorandum at- 
ached. 

In view of the circumstances, namely, distribution in good faith and the fact 
that the approvals of eligibility were based on honest judgment by the distributing 
agency, we do not feel that recovery should be effected in connection with the com- 
modities distributed to the ineligible recipients mentioned and are taking no 
further action in this regard. 
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AGRICULTURAL MARKETING SERVICE, 
Chicago 6, Ill., September 14, 1954. 
To: Marian Burrows, Supervisory Auditor, Appraisal and Audit Division, AMS, 
Chicago, Il. 
From: O. F. Beyer, Area Field Supervisor, FDD. 
Subject : Direct Distribution, Tlinois. 

This is in reference to your telephone conversation regarding the cancellation 
by the Illinois distributing agency of the agreements executed with the Concordia 
Theological Seminary, Springtield ; Brothers of the Holy Cross, Chicago; and the 
St. Mary Mission House, Techny, for the receipt of donated commodities. 

We have been informed that those recipients had been approved several years 
ago by the Illinois Public Aid Commission, the former distributing agency, and 
that those approvals were made in good faith on the basis of information on hand 
at that time. 

Upon the basis of an administrative analysis and one field trip conducted by 
this office subsequent to the time the present distributing agency took over, some 
question was raised regarding the justification for those recipient agencies to 
receive donated commodities. 

Following our recommendations and upon further inquiry, the agreements with 
those recipients were canceled by Mr. Harold Wolfe. 

In view of the fact that the original approvals were made in good faith and that 
corrective action was taken immediately by the Illinois distributing agency, we 
feel that this is a matter for administrative determination and that no fiscal 
exception should be taken in the present audit. 


Exuyrsit 1C 


UNITED STATES DEPARTMENT OF AGRICULTURE, AGRICULTURAL MARKETING 
SERVICE, PROGRAM APPRAISAL AND AUDIT DIVISION 


CHICAGO, 1, ILL. 


AGREEMENT BETWEEN THE STATE OF ILLINOIS, SUPERINTENDENT 
OF PUBLIC INSTRUCTION, AND DUNBAR & CO., SPRINGFIELD, ILL. 


Report oF SurveEY M(5)5-I11-800 


CONTENTS 
I. Summary of findings. 
II. Recommendations for consideration of the food distribution division, 
III. Findings of the survey: 
A. Comparison of charges and computed costs. 
A-1. Survey of shipments. 
A-1-a. School shipments, 
A-1-b. Institutional shipments. 
A-1-c. Subcontract, northern Illinois. 
A-1-d. Subcontract, southern Illinois. 
A-2. Chicago public schools. 
B. Agreement between Dunbar & Co. and Illinois State Agency. 
IV. History of direct distribution program in Illinois. 
V. Operations under agreement between Dunbar & Co. and State agency. 
VI. Procedure followed in survey. 
VII. Objective of survey. 


EXHIBITS AND SCHEDULES 


Exhibit A—Copy of agreement between USDA and State agency. 

Exhibit B—Copy of agreement between Dunbar & Co. and State agency. 

Exhibit C—Map of Illinois showing zones of operations, by receiving and distrib 
uting points, and delivery points selected at random. 

Exhibit D—Summary of comparisons of scheduled rate charges and computed 
costs for 51 shipments to individual schools. 

Schedule D-1—Comparison of scheduled rate charges and computed costs for 51 
shipments to individual schools. 
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Exhibit E—Summary of comparisons of scheduled rate charges and computed 
costs for 13 shipments to welfare institutions. 

Schedule E-1—Comparison of scheduled rate charges and computed costs for 13 
shipments to welfare institutions. 

Exhibit F—Comparison of scheduled rate charges and computed costs on 30 ship- 
ments handled by subcontractors. 

Exhibit G—Estimated administrative costs of operation in connection with 
distribution of commodities to recipients. 

Exhibit H—Unit rates charged recipients by Dunbar & Co. 

Exhibit I—Sequence of events. 


I. SuMMARY OF FINDINGS 


Charges to recipients, based on the statewide unit rates used by Dunbar & Co., 
were considerably in excess of our survey-computed costs for each shipment 
analyzed. The subject study of 94 shipments made during November 1954, in- 
dicates that the charges to recipient agencies totaled $19,716 or 310 percent of 
the survey-computed costs of $6,367. 


II. RECOMMENDATIONS FOR CONSIDERATION OF THE Foop DISTRIBUTION DIVISION 


In view of the apparent excessive charges found in the analysis of the 94 
shipments, it is recommended that a copy of this report of survey be imme- 
diately conveyed to the Office of the superintendent of public instruction, State 
of Illinois, and that office be requested to take appropriate corrective action. 


III. FINDINGS OF THE SURVEY 
A. COMPARISON OF CHARGES AND COMPUTED COSTS 


1. Survey of shipments 

Charges to recipients on the basis of statewide unit rates were 310 percent 
of the survey-computed costs for the 94 shipments analyzed in this survey. Thes« 
94 shipments, made during the month of November 1954, amounted to 414 per- 
cent of the approximately 2,100 shipments during that month. The sample, on 
which this study is based, included shipments to schools and institutions, made 
directly by Dunbar & Co., as well as deliveries effected through subcontractors. 
The shipments included a variety of dry and cold-storage commodities, stored 
from 1 month (or less) to as much as 4 months, and involved transportation for 
various distances. 

(a) School shipments.—For the 51 shipments analyzed, charges to the re- 
cipients, based on the statewide unit rates applicable to the various commodities, 
were $3,438. This is 232 percent of the survey-computed costs of $1,483.60. 
(See exhibit D.) 

(b) Institutional shipments.—For the 13 shipments analyzed, charges to the 
recipient agencies totaled $14,708.88, or 362 percent of the survey-computed costs 
of $4,065.83. (See exhibit E.) 

(c) Subcontract, northern Illinois.—In the 14 northern counties, exclusive 
of Lake and Cook, one shipment to each county was selected at random. Charges 
to the recipients totaled $1,035, or 246 percent of the computed costs of $420.52. 
(See exhibit F.) In the computed costs, transportation from the Chicago dis- 
tributing point to the recipients was figured at the rate of 80 cents per hundred- 
weight (net weight), the same rate as paid the subcontractor by Dunbar & Co. 

(d) Subcontract, southern Illinois. —One shipment in each of the 16 counties 

. was selected at random. Charges to the recipients were $533.82 or 135 percent 
of the survey-computed costs of $396.59. (See exhibit F.) Commodities for 
recipients in the southern counties are consigned by USDA to Springfield. 
Truckloads of commodities are hauled by Dunbar & Co., or the subcontractor, to 
Anna, Ill., for distribution to the recipients. In the survey-computed costs, 
$191.06 (based on the subcontractor’s rate of $1 per hundredweight (net weight) ) 
was used for cost of delivery from Anna, IIl., to the recipients. 


2. Chicago public schools 


(a) Commodities for Chicago public schools are received and stored at the 
Produce Terminal Cold Storage Co. warehouse in Chicago. Deliveries are made 
to the schools by Dunbar & Co.’s subcontractor; or, if the schools are unable 
to accept commodities, the board of education accepts delivery at the produce 








430 


DISTRIBUTION OF SURPLUS COMMODITIES 


terminal warehouse, and assumes any subsequent storage costs. Dunbar & Co. 
charges the Chicago board the statewide unit rates for all commodities delivered, 
but allows a reduction of 80 cents per hundredweight (net weight) on com- 
modities delivered in storage. This reduction is the same amount per hundred- 
weight which, prior to February 1, 1955, the Chicago Board of Education had 
been paying Senate Cartage Co. (also Dunbar & Co.’s subcontractor) for de- 
liveries from produce terminal facilities to individual schools. This reduction 
results in the Chicago board paying the same unit-rate per commodity as any 
other recipient elsewhere in the State. 

(b) Invoices and statements of account submitted by Dunbar & Co. to the 
Chicago Board of Education, for calendar year 1954 deliveries, were examined 
at the board’s offices. Resulting information is summarized as follows: 


Average 
charge per 


Net pounds Charge | * hundred- 
| weight 
Deliveries to board of education schools , 256, 945 $31, 307. 18 $2. 49 
Transfers of title effected on commodities held at the produce 
terminal warehouse by Dunbar & Co., placing them to the | 
account of the Chicago Board of Education 1, 088, 531 | 30, 905. 68 2.84 
Total ee . . 2, 345, 476 62, 212. 86 2. 65 


On those commodities for which title was transferred, Dunbar & Co. performed 
no direct services, and incurred no costs other than payment of the in-and-out 
handling charges, storage costs for the first month, and administrative costs. In- 
surance might have been carried by Dunbar & Co. during the time responsibility 
for the commodities rested in the company. If so, the premium chargeable to 
any one or the aggregate of all transfers is not believed to be of material con- 
sequence. 

(c) Limited staff time precluded a comparison of Dunbar & Co.’s billed 
charges with computed costs on the 1954 deliveries to the Chicago Board of Edu- 
eation. However, it is apparent that the billed charges were considerably in 
excess of probable costs if the Chicago board had had a separate agreement 
with USDA to take carlot shipments of commodities at the Chicago receiving 
point. This conclusion is reached by applying produce terminal tariff rates for 
in-and-out handling, and storage per hundredweight for several commodities. 
The following table is presented in support of the above conclusion: 

Commodities (per hundredweight) 


Beef and | Dried Short- |Canned 


Butter | “gravy | beans | “eS; ening | goods 
| | | | 
Net charge by Dunbar & Co. | $3.70 $2.20 | $1.95} $2.70} $281] $1.54 
Add allowance for payment by Chicago board for 
drayage..._.__- ; : | =. 80] er ert eet ae . 80 
Hundredweight cost to Chicago board !______.| 4.50 3.00; 2.75 3. 50 3.61 | 2. 34 
Estimated costs to Chicago board if under separate | | | 
agreement with USDA: 
In-and-out handling ? sitcin as 27 19 | 19 | 21 | 19 19 
Storage, 4 months maximum ? . 64 | .48 .48 . 52 | . 48 .48 
Delivery, same as paid to Senate Cartage Co.3_- . 80 80 . 80 . 80 . 80 | 80 
Subtotal 3 ; abdsud ion 8 1. 47 1. 47 1. 53 1.47 1.47 | 
Excess of cost to Chicago board over estimated | | 
costs under separate agreement with USDA#3{| = 2.79 | 1. 53 1.28; 1.97 2.14 . 87 


1 Note that these costs per hundredweight would apply to any receipient anywhere in the State on the 
basis of Dunbar & Co.’s unit rate (net weight). These costs would have resulted on all Chicago board de- 
liveries whether made under transfer of title, or if made by Dunbar & Co.’s subcontractor. 

? Four months is believed to represent a maximum period of storage which might occur during months 
when school-lunch operations are relatively inactive. It is conceivable that with good planning, consider- 
able quantities could be trucked directly from team track sidings, eliminating in-and-out handling and stor- 
age costs 

3 Lower costs would result if delivery service were obtained at tariff rates. Such rates per hundredweight 
(gross weight) for distances of 0-20 miles are: Butter, $0.48; beef and gravy, $0.25; dried beans, $0.25; cheese, 
$0.34; shortening, $0.25; and canned goods, $0.25. 
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. ; The above tabulation does not include any allowances for the additional ad- 
ministrative tasks which the Chicago board might be required to perform if it 
1- had a separate agreement with the USDA. If these added administrative tasks 
d were assumed by existing office personnel of the Chicago board, and in view of 
p- ; the fact that deliveries in 1954 aggregated 23,455 hundredweight, these additional 
n tasks should not have amounted to more than a nominal sum per hundredweight. 
7 B. AGREEMENT BETWEEN DUNBAR & CO. AND THE ILLINOIS STATE AGENCY 
‘4 1. The office of the superintendent of public instruction, State of Illinois 
, (hereinafter referred to as the State agency), negotiated an agreement with 
Dunbar & Co., to effect distribution of USDA-donated and section 6 school-lunch 
, commodities to eligible recipients in Lllinois. (See exhibit B.) Inquiry was 
: made of the State agency as to its authority to execute the agreement with 
! Dunbar & Co. The director of the State school-lunch program for the State 
agency stated that the State superintendent of public instruction did not require 
— authorization to execute any contract which would further accomplish the ob- 
49 jectives with which his office is charged. It was learned through interview that 
i public invitations to bid on the desired services were not extended in an effort 
84 to procure the services on competitive terms, and thereby at the lowest cost to 
. recipients. Mr. Harold A. Wolfe, director, State school-lunch program, has 
65 stated that he had conferred with a number of trucking firms prior to approval 
ee ; of the subject agreement, but none was interested in furnishing the desired 
d services except Dunbar & Co. 
at j 2. Item 7 of the agreement has been interpreted by the State agency and 
in i Dunbar & Co. as restricting the right of USDA to audit only those records of 
by Dunbar & Co. relating to the accountability of commodities. 
rw t 3. Item 10 of the agreement cails for charges to be arranged between Dunbar 
n- & Co. and the recipients, and to be approved by the State agency. It was not 


determined if rates, the basis for delivery charges, were discussed with recipi- 
d ents at the time the rates were originally established or if such discussions oc- 
curred subsequently when some rates were revised. 


u- 

a IV. History oF Direct DISTRIBUTION PROGRAM IN ILLINOIS 

ag A. Prior to July 1, 1952, the distribution of USDA commodities to all eligible 

or recipients in the State of Illinois was handled by the Illinois Public Aid Commis- 

Ss. sion (hereinafter referred to as IPAC). IPAC did not collect from the recipient 
agencies for costs incident to receiving, warehousing, or distributing the com- 

ne modities. Instead, the recipients were required to arranged for transporting 
the commodities from various team track distribution points. In the event com- 

= mercial carriers were used, the recipients paid the carriers directly. Any storage 

ed or other costs were also the responsibility of the recipient agencies rather than 

is IPAC, 

“s B. On June 30, 1952, the agreement between USDA and IPAC was canceled. 

54 USDA and the State agency had signed an agreement on June 13, 1952, placing 

” responsibility with the latter for effecting distribution of commodities to all 


eligible recipients in Illinois (exhibit A). 

34 C. The State agency had negotiated an agreement with Dunbar & Co. to effect 
as distribution of commodities from the receiving points within the State to the 
recipients. In addition to distributing commodities received from USDA, Dunbar 


19 & Co. agreed to perform certain related administrative tasks. A copy of this 
48 agreement, dated June 13, 1952, is presented as exhibit B. Inquiry was made 
80 of the State agency as to its authority to execute the agreement with Dunbar 
47 ' & Co. The director of the State school-lunch program stated the State superin- 
= tendent required no authorization to execute any contract to further accomplish 
87 : the objectives of his office. It was learned through interview that public invita- 


tions to bid on the desired services were not extended in an effort to procure the 
services on competitive terms, and thereby at lowest cost to recipients. Mr. 
de- : Harold A. Wolfe, director, State school-lunch program, has stated that he had 

conferred with a number of trucking firms prior to approval of the ageement, but 
that none was interested except Dunbar & Co. 


V. OPERATIONS UNDER AGREEMENT BETWEEN DUNBAR & Co. AND STATE AGENCY 


A. GENERAL 










1. The State agency supplies Dunbar & Co. with pertinent distribution informa- 
tion, such as name and address of eligible recipient, types of commodities to 
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which the recipient is entitled, number of persons served, rate of distribution per 
person, and the quantity of commodities to be allocated. 

2. Dunbar & Co. receives, stores, processes, handles, and transports commodi- 
ties shipped freight paid by USDA to two receiving points, Chicago and Spring- 
field, Ill. The transporting of commodity shipments to receipients in Chicago 
and in northern and southern counties has been subcontracted to other commer- 
cial operators. (See Exhibit C.) 

3. Dunbar & Co. performs administrative or clerical work, normally performed 
by the State agency in other States, as follows: 


(a) Computes allocations for each recipient. 

(b) Notifies recipients of the quantities of commodities allocated. 

(c) Obtains recipients’ requests. 

(d) Prepares manifests of delivery, by warehouse. 

(e) Obtains recipient receipts for each delivery and reconciles such re- 
ceipts with manifests of delivery and with driver load tickets. 

(f) Mails manifests of delivery (supported by receipts) to the State 
agency. 

(g) Bills recipients and collects charges. 

4. Distributions to recipients are made once a month. 


B, DISTRIBUTION AREAS 


The four distribution areas in the State and the receiving points from which 
distribution is made to recipients in such areas are as follows (also see Map, 
exhibit C) : 


| 
|\Commodity receiving} Transportation to recipient accomplished 
| 





Area point by— 
Cook and Lake Counties._..............| Chicago_---- Senate Cartage Co., Inc., Chicago, Il. 
Northern Illinois (14 counties) _.__._- | do on .| Fangrat Trucking, Chicago, Ill. 
Southern Illinois (16 counties) ..-| Springfield_.........| W.E. Womick, Anna, Ill. (haulage from 


Springfield to Anna generally done by 
Dunbar & Co., although Womick 
sometimes performs this service). 


Central Illinois (70 counties) RATS TPE ..-.-----| Dunbar & Co. 


C. RATES PAID SUBCONTRACTORS 


Dunbar & Co. paid its subcontractors for the delivery of the commodity 
shipments in their areas at the following rates during the periods indicated: 





hundred- Period 
weight, net 


| Rate per 
Subcontractor | 


.80 | July-December 1954. 
.95 | January—May 1954 
. 80 | June—December 1954 
11.5 | January-June 1954. 
1.00 | July-December 1954 


Frangrat Trucking. - 


Senate Cartage Co... $0.95 | January-June 1954, 
| 
W. E. Womick.. | 
| 


D. WAREHOUSING 


1. Commodities for distribution in Cook, Lake, and 14 other northern Illinois 
counties, received at Chicago, are warehoused at the facilities of the Produce 
Terminal Cold Storage Co., 1550 Blue Island Avenue, Chicago, Ill. 

2. Commodities for distribution in the remainder of the State are received 
and stored at Springfield, Ill. Dry storage goods are stored in the Dunbar & Co. 
warehouse. Cold Storage commodities are kept at the Central Illinois Ice Co. 


E. RATES 


1. Uniformity of rates 


Unit rates charged recipients by Dunbar & Co. vary by commodity, but are 
applied to billings to all recipients, regardless of weight of shipment, or the 
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distance from receiving point or warehouse. One major exception has been made 
for deliveries to the Chicago Board of Education. (See sec. III A 2 above.) 


2. Establishment of rates 


Mr. Harold A. Wolfe, director, State school lunch program, and Mr. James W. 
Dunbar, president, Dunbar & Co., stated that the commodity rates established in 
1952 were based on rates then prevailing in the State of Michigan. Messrs. Wolfe 
and Dunbar stated the upward adjustments made to some of the Michigan rates 
were due to conditions peculiar to Illinois 

It should be noted that the agreement (exhibit B) calls for “charges” to be 
arranged between Dunbar and the recipients, and approved by the State agency. 
Since “charges” are based on rates, it is assumed the word “charges” meant 
that Dunbar & Co. would consult with the recipients and then submit an agreed 
upon schedule of rates to the State agency for its approval. No attempt was 
made to confirm that recipients had been consulated regarding the original 
rates or any subsequent revisions thereof. The Food Distribution Division area 
office in Chicago advised that it was doubtful whether recipients had been con- 
sulted regarding either the original or revised unit rates. 


8. Revision of rates 


Rates prevailing during November 1954, are tabulated in exhibit H. Reduc- 
tions in unit rates for 7 of the 26 commodities were made in September 1953, 
and in January 1954. Where no reductions are shown in exhibit H, the unit 
rate had not been revised since October of 1952 when Dunbar & Co. began oper- 
ations under the agreement, or from the time the commodity was first made avail- 
able for distribution. 


F, ACTIVITY UNDER AGREEMENT 


Pursuant to a request therefor, James W. Dunbar, president, Dunbar & Co., 
submitted a tabulation by months, of the firm’s activities in distributing USDA- 
donated and school lunch commodities in the State of [Illinois for the period 
October 1952, through December 1954. A summary of Mr. Dunbar’s tabulation, 
which could not be verified, follows: 








| j 
: A verage charge 
Period Gross weight om ast ‘1 | per hundred- 
| = | weight 
ate ene in een eee ee iil iii 
Pounds 
1952 (October through December) --- 4,311, 456 | $129, 326. 91 $2. 9996 
itien oa aehueaen | 13, 784, 954 493, 743.15 | 3. 5817 
1954 25, 232, 169 | 669, 483.75 2. 6533 
aoe Ee setbak ten aa 
TOUR AUD i os a asa 43, 328, 579 | ], 292, 553. 81 2. 9831 


VI. PRoceDURE FOLLOWED IN SURVEY 


A. SELECTION OF SHIPMENTS 


From records of the State agency, details were obtained of complete shipments 
to 51 schools and 13 welfare institutions, made during November 1954, scattered 
throughout the State. In addition, details were abstracted of 30 shipments in 
the same month to recipients in northern and southern counties, where delivery to 
the recipient was effected through subcontractors. The 94 shipments reviewed 
represent about 414 percent of the approximately 2,100 shipments made during 
November 1954, and reflect the following factors: 

1. Long and short hauls in the distribution areas other than Lake and 
Cook Counties. 
Storage ranging from 1 month (or less) to a maximum of 4 months. 
Variety of commodities, of different package units and weights. 
Handling by subcontractors, as well as by Dunbar & Co. 


wm Go bo 


B. BASIS FOR TRANSPORTATION RATES 


From the Central States Motor Freight Tariff 218-B, MF-ICC No. 178, 
applicable ‘cartage rates for each commodity were secured. This tariff is 
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applicable to interstate commerce for motor common carriers who are participants 
to same. However, the rates are also published for intrastate application for 
the account of Illinois intrastate operators, as indicated in Illinois Motor Truck 
Operators Association Tariffs 2,3, and 4. It is understood that the interstate and 
intrastate rates are practically identical in every respect regarding class and 
exception rates. It is also understood that in a competitive situation, a shipper 
should be able to negotiate for lower rates. 


C. BASIS FOR WAREHOUSE RATES 


Warehouse rates, applicable to the various commodities included in the 
shipments analyzed, were taken from the tariff schedules of the Produce Terminal 
Cold Storage Co., Chicago, Ill. Tariffs from downstate warehouses were not 
obtained. From informal discussion and inquiries, it was concluded that down- 
state rates would not exceed those of the Produce Terminal Co., and conceivably 
could be lower. 

D. BASIS FOR COMPUTING COSTS 


1. The average number of months each commodity had been in storage was 
estimated from records maintained by the State agency. 

2. The zoned distance from the Chicago or Springfield distribution points to 
the recipient was determined for each of the 64 shipments to schools and insti- 
tutions. For the 380 subcontracted shipments, the zoned distances were not 
established. 

3. Dunbar & Co.’s cost for administrative details incident to operations under 
its agreement was estimated, for inclusion in the survey-computed costs, since 
these costs would not ordinarily be assumed by warehouse or cartage firms at 
applicable tariff rates. On the basis of an estimated 19,000 shipments during a 
year (furnished by the Food Distribution Division area office), it was calculated 
that these extraordinary administrative costs would average $1.222 per shipment. 
(See exhibit G.) 

4. The applicable tariff rates for in-and-out handling, and storage, were multi- 
plied by the net weight of each commodity in each shipment to compute the ware 
housing costs. Transportation costs on the 64 shipments to schools and institu- 
tions were determined by multiplying applicable cartage tariff rates by the gross 
weight of each commodity in each shipment. On the 30 subcontracted shipments, 
the subcontractor’s delivery charges to Dunbar & Co. were computed using the 
rates per hundred weight (net weight) shown in section V—C. To these ware- 
housing and transportation (or subcontractor’s delivery) costs, we added the 
$1.222 estimated administrative cost per shipment. The resultant sum for each 
shipment is referred to as the “survey-computed cost.” 

5. In the survey-computed costs, no allowances were made for items such as 
depreciation of equipment or facilities, insurance, ete. Is is understood that such 
costs as are customarily incurred in cartage or warehousing operations are con- 
sidered to be provided for in applicable tariff rates. Also, it is understood that 
applicable rates provide a reasonable rate of return or profit under normal con- 
ditions. Hence, our computed costs make no specific allowance for profit to 
Dunbar & Co. 

6. The amount that would have been billed the reeipient by Dunbar & Co. for 
each shipment was then calculated, using the statewide unit rates shown iu 
exhibit H. 

7. The amount that each recipient would have been billed on the basis of 
Dunbar & Co.’s applicable commodity unit rate, was then compared with the com- 
puted cost for each shipment. 


VII. OBJECTIVE OF SURVEY 


A. This report of survey has been prepared with the objective of providing the 
Food Distribution Division a tenable basis for administratively reviewing the 
reasonableness of the rates charged recipients for commodities distributed by 
Dunbar & Co. under the terms of its agreement with the State agency. The re 
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port is submitted in lieu of the audit requested by the Food Distribution Division 
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in November 1954. This study was conducted instead of the requested audit be- 
cause on January 18, 1955, we were denied access to records of Dunbar & Co. 
which we considered necessary for the conduct of an audit of that firm’s oper- 
ations under its agreement with the State agency. (See Sequence of Events, 
exhibit I.) 

B. It is again stressed that this report is based on a variety of data and infor- 
mation obtained from sources other than the books or records of Dunbar & Co., 
and is not a report of audit of that firm’s commodity distribution activities under 
its agreement with the State agency. 

J. M. CarvaJAL, Chief, Area Office. 


ExHIBIT A 


Report of Survey 
M (5) 5-I11.-800 


AGREEMENT BETWEEN THE STATE OF ILLINOIS, SUPERINTENDENT OF PUBLIC 
INSTRUCTION, AND DUNBAR & CO., SPRINGFIELD, ILL. 


Copy of Agreement Between USDA and State Agency 


UNITED STATES DEPARTMENT OF AGRICULTURE 
PRODUCTION AND MARKETING ADMINISTRATION 


AGREEMENT WITH THE UNITED STATES DEPARTMENT OF 
AGRICULTURE FOR DISTRIBUTION AND USE OF COMMODITIES 


The State of Illinois Office of the Superintendent of Public Instruction, Centen- 
nial Building, Springfield, Sangamon County, Illinois, hereinafter referred to as 
the Agency, hereby makes application on behalf of itself, and other agencies which 
may subsequently designate the Agency to act in their behalf, for commodities do- 
nated by the United States Department of Agriculture, hereinafter referred to as 
the Department. 

The Agency agrees to accept the responsibility for the distribution or use 
of any commodities donated to the Agency and to provide or cause to be provided 
proper facilities and arrangements for the acceptance and distribution or use of 
such commodities in accordance with the following minimum terms and require- 
ments: 

1. To designate a representative who shall be charged with the responsibility 
for the proper management and control of all activities pertaining to the distribu- 
tion or use of commodities. He shall be authorized to sign on behalf of the 
Agency requests for commodities, reports, or other documents necessary in the 
operation of the direct distribution program. 

2. To accept and distribute or use the commodities in a manner which will as- 
sure that they will be used in addition to, and not in substitution for, com- 
modities normally purchased or funds normally provided. 

3. To confine distribution or use of commodities received from the Department 
to or by persons, groups, agencies, or other recipients determined to be eligible, 
in accordance with instructions issued by the Department, to receive donated com- 
modities. Such distribution or use shall not be in excess of the maximum rates of 
distribution established by the Department. 

4. That care will be exercised at all times to prevent donated commodities 
from being distributed or used in such quantities or manner as to encourage waste, 
deterioration, or misuse. 

5. To furnish adequate personnel and proper facilities to receive, handle, store, 
and distribute commodities. 

6. In the case of institutions and school lunch or child feeding programs, food 
will be served in a common dining room, wherever possible, and there will be 
no discrimination or segregation whatever between paying and non-paying per- 
sons in the type of meals served and the manner of serving. 
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7. That representatives of the Department may make inspection at any reason- 
able time of the commodities in storage, or of the facilities or warehouses used 
in the handling or storage of commodities. 

8. To assume full responsibility for demurrage or any other charges which may 
accrue after a car has been placed for unloading by the delivering carrier at the 
point designated in Form FP-54, Delivery Order, or if such placement is pre- 
vented by any cause attributable to the consignee or any agent of the Agency. 

9. The Agency will maintain true and accurate records pertaining to the 
receipt and distribution or use of the commodities. Such records shall be re- 
tained by the Agency for a period of at least two years and shall be available 
during such period for inspection by representatives of the Department at any 
reasonable time and place. The Agency will submit monthly reports on Form 
FP-155 to the Department on or before the 10th of the month following the 
monthly period covered by the report. 

10. Containers received with shipments of donated commodities from the De- 
partment will be used exclusively in the redistribution or storage of commodities 
received or will be sold promptly. Such sales will be carefully supervised and 
made at a price level which will not disrupt the market for similar products or 
otherwise interfere with the manufacture and sale of similar containers. The 
funds derived from the sale of such containers will be used by the Agency only 
for costs involved in distributing or using donated commodities. 

11. The Agency further agrees to investigate promptly all complaints received 
in connection with the distribution or use of the donated commodities and to cor- 
rect any irregularities disclosed, reporting promptly to the Department in each 
instance. The Department shall have the final determination as to when a 
complaint has been properly adjusted, whereupon it shall be considered closed. 

12. The Agency is (check type of agency) : 

a. X one to which commodities will be donated solely for redistribution to 
eligible recipients with which the Agency, acting as an agent of the 
Department, has executed agreements. 

b. one to which commodities will be donated solely for distribution to 
or use by persons whom it serves or assists. 

ec. one to which commodities will be donated both for redistribution to 
eligible recipients and for distribution to or use by persons whom it 
serves or assists. 

18. The Agency is. (check one__if 12a above is checked, omit this item) : 

_| a nonpenal eleemosynary institution 
{] a private hospital serving some cases without cost to the patie! 
() operating a nonprofit school lunch or child feeding program serving 
~ children of high school grade or under. 
_| a state welfare agency : 7 
[] a county welfare agency which will restrict 
distribution to persons 
{_) a local welfare agency altatihe ta vaewive 
C) a private welfare agency damincab his 
other, specify " 
14. There are —_---- persons (Check one_-if 12a above is checked, omit this 
item) : 
residing in the eleemosynary institution 
who are patients served without cost by the private hospital 
who are served meals daily by the school lunch or child feeding pro- 
ram 
on are receiving assistance from the Agency 

15. The Agency or the Department may terminate this agreement by giving 
thirty (30) days notice in writing to the other party. The Department may can- 
cel this agreement immediately upon receipt of evidence that the terms and con- 
ditions thereof have not been fully complied with by the Agency. Subject to 
such notice of termination or cancellation of the agreement, the Agency agrees 
to comply with the instructions of the Department either 

a. to distribute all remaining inventories of commodities donated by the 

Department in accordance with the provisions of this agreement, or 
b. to re-donate such inventories to the Department, and 
to transmit such reports as are required by the Department to record final d 
position of such inventories. 
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All reporting requirements of this agreement have been approved by, and sub- 
sequent reporting and recordkeeping requirements will be subject to the approval 
of the Bureau of the Budget in accordance with the Federal Reports Act of 1942. 
Approved : 
UNITED STATES DEPARTMENT OF AGRICULTURE, 
By /s/ Oscar F. BEYER, 
Area Field Supervisor. 
JUNE 138, 1952. 
STATE OF ILLINOIS, 
OFFICE OF THE SUPERINTENDENT OF PUBLIC INSTRUCTION, 
By /s/ VERNON L. NICKELL, 
Superintendent of Public Instruction. 
JUNE 138, 1952. 


ExHIBIT B 
Report of Survey 
M (5) 5—I11-800 


AGREEMENT BETWEEN THE STATE OF ILLINOIS, SUPERINTENDENT OF PUBLIC INSTRUC- 
TION, AND DUNBAR & CoO., SPRINGFIELD, ILL. 


Copy of Agreement Between Dunbar & Co. and State Agency 


STATE OF ILLINOIS, VERNON L. NICKELL, SUPERINTENDENT OF PUBLIO INSTRUCTION, 
SPRINGFIELD, ILL. 


AGREEMENT WITH THE SUPERINTENDENT OF PUBLIC INSTRUCTION 
AND CERTIFIED DISTRIBUTION OUTLET FOR STORAGE AND DIS- 
TRIBUTION OF COMMODITIES FURNISHED BY THE UNITED STATES 
DEPARTMENT OF AGRICULTURE 


The Dunbar & Co., 240 No. U. S. 66 Bypass, Springfield, Sangamon County, 
Illinois, hereinafter referred to as the Outlet hereby makes application on behalf 
of itself to act as distributer for commodities, donated to the Superintendent of 
Public Instruction hereinafter referred to as the State Agency. 

The Outlet agrees to accept the responsibility for the distribution of any com- 
modity donated to the State Agency and to provide or cause to be provided proper 
facilities and arrangements for the acceptancce and distribution of such commodi- 
ties in accordance with the following minimum terms and requirements: 

(1) The designated outlet representative shall be charged with the responsi- 
bility for the proper management and control of all activities pertaining to the 
distribution of commodities. He shall be authorized to sign (on behalf of the Out- 
let) receipts for commodities received from U. 8S. D. A. and to sign all reports 
and documents made necessary in the distribution of commodities to eligible 
Agencies. 

(2) To confine distribution of commodities received for the Agency to persons, 
groups, agencies or other recipients determined to be eligible in accordance with 
instructions issued by the State Agency. Such distribution shall not be in 
excess of the maximum rates of distribution established by the State Agency, 
unless otherwise authorized in writing. 

(3) That care will be exercised at all times to prevent U. S. D. A. Commodities 
from being distributed in such quantities or manner as to encourage waste, de- 
terioration or misuse, 

(4) To furnish adequate personnel and proper facilities to receive, handle, 
store and process commodities received from U. 8. D. A. according to require- 
ments furnished by the Agency. 

(5) That representatives of the Agency may make inspection at any reasonable 
time of the commodities in storage or of the facilities or warehouses used in the 
handling or storage and processing of commodities. 
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(6) To assume full responsibility for demurrage or any other charges which 
may accrue after a car has been placed for unloading by the delivering carrier at 
the point of destination in Delivery Order for Donated Commodities, or if such 
placement is prevented by a cause attributable to the Outlet. 

(7) The Outlet will maintain true and accurate records pertaining to the re- 
ceipt and distribution of the commodities. Such records shall be retained by 
the Outlet for a period of three (3) years and shall be available during such 
period for inspection by representatives of the State Agency or the United States 
Department of Agriculture at a reasonable time or place. The Outlet will sub- 
mit necessary reports during the month and a monthly report to the State Agency 
on or before the 5th of the month following the monthly period covered by the 
report. The balance on hand must be actual physical count. 

(8) The Outlet agrees to return certain containers to their Outlet according 
to instructions furnished them by the State Agency. The containers to be re- 
turned will be indicated on Delivery Report for Donated Commodities. Said 
outlet will be obligated to see that all bushel baskets, burlap bags, drums and 
barrels are returned to their outlet each month and the State Agency notified 
of the quantity on hand. The portion of the agreement is mandatory; funds 
derived from the sale of these containers provide operating expenses for the 
State Agency. 

(9) The Outlet further agrees to investigate promptly all complaints received 
in connection with the distribution of commodities and to correct any irregulari- 
ties disclosed, reporting promptly to the State Agency in each instance. 

(10) The outlet also agrees to make distribution to all eligible categories at 
points furnished the Outlet by the recipient agencies and agreed upon. Charges 
for handling, storage, processing and delivery and terms of payment are to be 
arranged by the Outlet and recipient agencies and approved by the State Agency. 

(11) The Outlet agrees to assume the responsibility for any losses or damage 
to commodities incurred during the distribution to recipients or for the diversion 
of commodities to ineligible recipients and will reimburse the State Agency, 
upon receipt of a statement indicating the established value of the commodity 
involved. 

(12) The State Agency or the Outlet may terminate this agreement by giving 
thirty (30) days notice in writing to the other party. The State Agency may 
cancel this agreement, immediately upon receipt of evidence that the terms and 
conditions thereof have not been fully complied with by the Outlet. Subject to 
such notice of termination or cancellation of the agreement, the Outlet agrees 
to comply with the instructions of the State Agency, to elect either A or B which 
follows as a method of settlement. 


(a) distribute all remaining inventories of USDA commodities in accord- 
ance with the provisions of this agreement. 

(b) agree that the USDA Commodities shall be released to the State 
Agency with no expense involved. 


I hereby certify that I have carefully read the contents of the agreement and 
the conditions therein and accept all obligations as contained therein. 


DUNBAR & Co. 
By JAMES W. DuNBaR, President. 
JUNE 138, 1952. 
Approved : 
SUPERINTENDENT OF PUBLIC INSTRUCTION, 
By Vernon L. NICKELL, 
Superintendent of Public Instruction. 
JUNE 13, 1952. 
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Report of Survey 
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EXHIBIT G 


Estimated administrative costs of operation in connection with distribution of 
commodities to recipients 


Estimated administrative costs : Personnel : 
1 supervisor, at $4,564.32 per annum $4, 564. 32 
4 clerks, at $3,389.04 per annum * 13, 556. 16 


TB oh Si sian aha cies degy Dene etapa Se Seb he 
Equipment : 
1 addressograph, model No. 700 hand operated*____ $198. 
1 ealeulator sh shai 700. 
1 adding machine_____ beth. Shoes te ; : 350. 
typewriters " ‘ shatiad 320. 
Ganks .wy/ Chai PGi d 750. 
filing cabinets, 4-drawer____~-_-_-_- a 150. 
Miscellaneous equipment_______~~_- : 200. 


$18, 120. 48 


2, 668. 
Annual amortization (based on 5-year period) —- 
Recurring expenses : 
Space rental of 375 square feet at $2 per year 
square feet per employee) *___- : $750. 
Telephone and telegraph__________-____-_- ; ; 600. 
Utilities, heat, light, etc.__- yur ; 360. 
Postage, forms, stationery, and office supplies___ 2, 850. 


Total : ase 4, 560. 00 


Total estimated annual administrative expense___ 23, 214. 18 
Estimated cost per shipment (based on approxi- 
mately 19,000 shipments per year) -------------- 1, 222 


‘Salary rates based on wage survey, Springfield area, July 1954, by State 
Employment Service. 

* Based on current prices for new equipment, Chicago area, February 1955. 

‘Based on current rates and prices, Chicago area, February 1955. 


Exuisit H 
Unit rates charged recipients by Dunbar & Co. 


Reductions in rates 


Charge to} 


Commodity 


Grapefruit seetions 
Orange juice, concentrated 
Peaches 
Peas 
Peanutbutter 
Tomatoes 
Do 
Tomato paste 
Beans, dried 
Beef and gravy-_-. 
Butter, bulk 
Butter, print. 
Cheese, natural Cheddar. 
Cranberry sauce 
Hamburger, frozen 
HH mney 
Do 
Milk, dried 
Do 


Oil, salad 
shortening 
lurkeys, frozen 
os eese, processed 
Potatoes 

Fruit, dried 


| Case, 6 442-pound packages-| 


recipient 
per unit ray Effective 


Case, 24 No. 2 cans. 
Case, 12 46-ounce cans 
Case, 6 No. 10 cans. 

do. 

do- 

do. 


| Case, 24 No. 24 cans. 
| Case, 6 No. 10 cans. 
| Bag, 100 pounds 


September 1953. 
January 1954 
September 1953 


Case, 24 30-ounce cans- 
Cube, 64 pounds 


| Case, 32 1-pound prints ‘ . 76 Do 


Cube, 70 pounds 
Case, 6 No. 10 cans. 


| Case, 55 pounds 


Case, 6 5-pound cans 

Case, 12 5-pound cans 

‘ e January 1954. 

Case, 12 444-pound pack- - 62 | 2. 16 Do. 
ages. 


| Case, 6 1-gallon cans. 
| Case, 12 3-pound cans 


Case, 96 pounds average 
Case, 6 5-pound loaves 
Case, 6 No. 10 cans 
Bag, 100 pounds 

Case, 25 pounds 


Note,—Contract signed June 13, 1952. 
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0XHIBIT I 
SEQUENCE OF EVENTS 


June 13, 1952: State agency executed agreement with Dunbar & Co. 

June 18, 1952: United States Department of Agriculture executed agreement 
with State agency. 

April 9, 1958: Audit report M(5)3-—Ill-800 for period September 1 to Decem- 
ber 31, 1952, listed rates charged recipients by Dunbar & Co. and quoted the 
Illinois director, State school lunch program, as stating that a reduction in the 
handling charges was under consideration. 

August 24 ,1953: Audit report M(5)3-D11-801 for period February 1 to May 
31, 1953, again listed rates charged recipients by Dunbar & Co. No reduction 
in rates had been made. 

April 27, 1954: Letter from Assistant Director, Division of Audits, Genera! 
Accounting Office, to Administrator, Agricultural Marketing Service, pointing out 
disparity of rates charged recipients covering distribution of commodities in 
Illinois and other States. 

June 18, 1954: Letter from Administrator, AMS, to Assistant Director, Divi 
sion of Audits, GAO, advising that a comparative study of rates and costs would 
be conducted. 

October 6, 1954: Audit report M(5)4—-Il-800 for period February 1 to May 31, 
1954, again listed rates charged recipients by Dunbar & Co. Several reductions 
had been effected. 

October 6, 1954: Director of Audits, GAO, transmitted copy of proposed report 
of audit of national school lunch program. Report included comments regarding 
substantial variation between cost of distribution charged to recipients in pro 
grams operated by (a) State agencies and (b) private companies. It was 
recommended that a review be made to determine whether rates charged all re 
cipients are reasonable. 

October 29, 1954: Letter from Administrator, AMS, to Director, Division of 
Audits, GAO, concerning comments and recommendation in audit report, advised 
that area offices, Food Distribution Division, had been instructed to undertake 
rate studies of State-operated and commercial-type distribution programs invol\ 
ing charges or assessments, that such decreases in rates have been made (in 
several States including Illinois) and that continuing emphasis will be given to 
this matter. 

November 5, 1954: Memorandum from Director, FDD, to area field supervisor, 
FDD, at Chicago, suggesting audit of Dunbar & Co. 

November 9, 1954: Memorandum from Director, Program Appraisal and Audit 
Division, to Director, FDD, expressing willingness to cooperate in planning and 
conducting suggested audit. 

November 22, 1954: Memorandum from area field supervisor, FDD, Chicago, to 
supervisory auditor, Chicago, requesting audit of Dunbar & Co. 

December 9, 1954: Letter from director, State school lunch program, to area 
field supervisor, FDD, requesting statement as to what audit is to cover. Cites 
item 7 of State agency's agreement with Dunbar & Co. and will agree to audit if 
conducted in strict accordance with such agreement. Will agree to any starting 
date after January 3, 1955. 

December 10, 1954: Letter from area field supervisor, FDD, to director, State 
school lunch program, interpreting right to audit to include analysis of rates 
charged to recipients. Indicates arrangements for audit after first of the year 

January 6, 1955: Preliminary data developed by auditor. 

January 10, 1955: Auditor met with Mr. Harold Wolfe, director, State schoo! 
lunch program. Mr. Wolfe reviewed the entire direct distribution operation 
procedures and records. 

January 11, 1955: Auditor met with Mr. Vernon L. Nickell, superintendent of 
public instruction for Illinois. Mr. Nickell reviewed the history of his adminis 
tration of the program, 

January 12, 1955: The auditor attended a meeting at the office of Dunbar & Co 
Those in attendance were: James W. Dunbar, president, Dunbar & Co. ; Halbert 
Schuessele, public accountant to Dunbar & Co.; Harold Wolfe, director, Stat 
school lunch program; Frank Jones, chief auditor, State school lunch program 
Mr. Dunbar reviewed history of entire operation, indicated reluctance [0 
open the firm's books of account to the USDA for audit thereof and expressed 
willingness to cooperate otherwise. 
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January 17, 1955: Auditor made direct request for permission to examine books. 
Mr. Dunbar requested time to discuss the request with his legal counsel and his 
accountants. Dunbar said he would give answer January 18, 1955. 

January 18, 1955: Auditor met with Mr. Dunbar and Mr. Schuessele. Request 
for permission to examine records was repeated. Request was refused. Request 
was then made for permission to examine records to ascertain the total amount 
of charges to recipients during period of Dunbar’s agreement with State agency. 
This was refused. 

Mr. Dunbar furnished auditor with an unsigned statement purporting to be 
a complete record of the total amounts charged recipients for commodities de- 
livered to them. Request was similarly made for permission to examine records 
showing amounts charged by subcontractors for commodity deliveries in northern 
and southern Illinois. Permission was refused. Mr. Dunbar furnished a letter 
stating the rates his firm paid the subcontractors. Mr. Dunbar stated that the 
only records he would permit USDA to examine were those pertaining to 
accountability of commodities. 

January 19, 1955: Memorandum frem Director, PAAD, to Director, FDD, in- 
forming him that the auditor, assigned to the audit of the agreement between 
Dunbar & Co. and the State agency, had been refused access to the firm’s financial 
records. 

January 21, 1955: After discussion with representatives of Food Distribution 
Division, plans were made for a survey of Dunbar & Co.’s operation in distributing 
USDA commodities, which was conducted and has resulted in this report of 
survey. 


ExAIBIT 1D 


STATE OF ILLINOIS, 
OFFICE OF THE SUPERTENDENT OF PUBLIC INSTRUCTION, 
Springfield, March 23, 1955. 
Hon. L. H. Fountain, 
Chairman, Intergovernmental Relations Subcommittee, 
House Office Building, Washington, D. C. 


DEAR CONGRESSMAN FOUNTAIN: In keeping with the understanding when at- 
tending the hearing on March 17, 1955, this office was to send copies of the corre- 
spondence we have had with the area office of the United States Department of 
Agriculture. Enclosed you will please find these materials. 

I am also enclosing for your information photostatic copies of inquiries we 
have received about the next contract. I believe you asked for these also. 

Sincerely, 
VERNON L. NICKELL, 
Superintendent of Public Instruction. 


EXHIBIT 2D 


APRIL 7, 1955. 
Mr. VERNON L. NICKELL, 
Superintendent of Public Instruction, Springfield, IU. 


DeaR Mr, NICKELL: Congressman Fountain has asked me to express his ap- 
preciation of your cooperation in sending the subcommitee copies of correspond- 
ence with the Department of Agriculture and inquiries regarding possible future 
contracts for food distribution. 

We have the following copies of inquiries regarding possible future food con- 
tracts: 

Glenn Ice & Fuel Co., Beardstown, Ill., March 5, 1955. 
Vern F. Warner & Sons, Champaign, Ill., March 7, 1955. 
Harvey Freight-Ways, Inc., Streator, Ill., March 8, 1955. 
General Transfer Co., Decatur, Ill., March 11, 1955. 
Scherer Freight Lines, Inc., Ottawa, Ill., March 11, 1955. 
Murdach Distributing Co., Centralia, Ill., March 12, 1955. 
Silver Streak Truck Rentals, Chicago, Ill., March 15, 1955. 
North Shore Motor Express Co., Inc., Summit, I. 
Jackson-Kedzie Motor Sales, Inc., Chicago, Il. 
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would be appreciated if you would send the subcommittee copies of any 
other inquiries by truckers interested in hauling donated commodities. 


there have been no inquiries other than the ones listed above, a note from 


you to that effect would suffice. 


Sincerely, 


JAMES R. NAUGHTON, 
Counsel, Intergovernmental Relations Subcommittee. 


ExHIsBit 3D 


STATE OF ILLINOIS, 
OFFICE OF THE SUPERINTENDENT OF PuBLIC INSTRUCTION, 
Springfield, April 12, 1955. 


Congressman L. H. Fountarn, 


Chairman, Intergovernmental Relations Subcommittee, 
Committee on Government Operations, Washington, D.C. 


(Attention: Mr. James R. Naughton.) 


DEAR CONGRESSMAN FounTAIN: In connection with your letter of April 7, 
I am enclosing copies of letters asking about possible future contracts for distri- 
bution of surplus foods. These have been received in addition to those already 
transmitted to you. They are as follows: 


O’Neill Bros. Transfer & Storage Co., 619-21 South Water Street, Peoria 2. 
Citizens Coal & Ice Co., Mattoon, Il. 

Nichols & Co., Avon, Ill. 

Liberty Trucking Co., 1401 West Fulton Street, Chicago, Ill. 

Joseph Montegna, Montegna & Co., 3821-37 South Union Avenue, Chicago, I1! 
Carters Moving & Storage, 410 North Vine Street, Urbana, II1. 

Dennis & Magill, Inc., Augusta, III. 

Spoon River Dairy Products Co., Bushnell, Ill. 

John Cerentano, 226 North Main Street, Edwardsville, Il. 

Hayes Freight Lines, Inc., Springfield, Ill. 

Illini Frozen Foods, Inc., Moweaqua, Ill. 

Ritsos & Ritsos, 11 South LaSalle Street, Chicago, Il. 

Cheatham Truck Service, 812 East Oak, Greenville, Ill. 

McPherson Trucking Co., 511 West Bridgeport Street, White Hall, Ill. 
Murphysboro Ice & Cold Storage Co., North 17th Street, Murphysboro, Il. 
John F. Borgsmiller, 600 North 19th Street, Murphysboro, Il. 

Cummings Cartage Co., Palatine, Il. 

Holzwarth Bros., Hardin, Il. 


Also the following three inquiries have been received either by telephone or 
personal call: 


Mr. 


Cox Transit Co., Springfield, Ill. ; Hillsboro, Ill. ; St. Louis, Mo. 
Decatur Cartage Co., 20th Street & Wentworth, Chicago, IIl. 
Ramey Transfer Co., Springfield, I1. 


Sincerely, 
VERNON L. NICKELL, 


Superintendent of Public Instruction. 


ExHIbBit 4D 
GLENN Ice & FUEL Co., 
Beardstown, Ill., March 5, 1955. 
VERNON L. NICKELL, 
Superintendent of Public Instruction, 
State of Illinois., Springfield, JU. 


DEAR Mr. NICKELL: I read in the newspapers yesterday that you were consider- 


ing 


a possible new source of food-hauling for surplus foods to Illinois schools. 


We operate a fleet of insulated refrigerated trucks with mounted Kold-Trux 





equipment to maintain constant temperatures. These trucks during the summer 
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months haul Glenn certified crushed and cubed ice to parts of Illinois, lowa and 
Missouri. It is our thought these same units could be used by the State of Illinois 
in the school year at a substantial savings to the taxpayers, without sacrificing 
efficiency in service and food preservation while in transit. 

In addition, we have available a cold storage warehouse here in Beardstown 
conveniently located on the C. B. and Q. and B. and O. Railroads sidings as well 
as being accessible for loading and unloading for both large and small trucks. 

Our plant is clean, the recording thermometer indicates our temperatures to be 
zero or below and just recently a State of Illinois inspector gave us a favorable 
report on the general condition of our plant. Also, this week we passed a rigid 
examination to qualify under the new U. S. Department of Agriculture policy to 
store CCC-owned commodities. 

The capacity of our cold storage warehouse is as follows: 

Carloads 
Zero storage 
Cooler storage 
Dry storage 


Approximate storage 


We would appreciate the opportunity of discussing with one of your repre- 
sentatives as to how we might handle a portion of your food-hauling of surplus 
foods to Illinois schools. 

Respectfully, 
JOHN H. GLENN, President. 


EXHIBIT 5D 


VERN F. WARNER & Sons, 
Champaign, Ill., March 7, 1955. 
Mr. VERNON L. NICKELL, 
State Superintendent of Public Instruction, 
Abraham Lincoln Hotel. 


DeaR Sir: We are writing in regards to the distribution of foods to public 
schools and hospitals. We would like to have a chance to bid. 

If the State is divided by counties or just all let in one large contract as 
Dunbar & Co. had been formerly, we would like to know the divisions or county 
groups. We would also appreciate information as to collection or distribution 
points, and does the State furnish the warehouses for these items, or is that a 
part of the contract? 

Any figures and information you can give us on this matter will be appreciated. 

Yours very truly, 
V. F. WARNER. 


ExdIsit 6D 


HARVEY FREIGHT-Ways, INC., 
Streator, Ill., March 8 1955. 
Mr. VERNON L. NICKELL, 
100 Centennial Building, 
Springfield, Iu. 

DEAR Sik: We are seeking information on the procedure for filing rates, or 
bidding, on carriage of commodities handled by your department. This is in 
reference to the recent contract with Dunbar Trucking. 

It is our understanding that the present contract is to be broken down into 
divisions, eliminating one large operation. Please advise if this is correct. 
The warehousing, would involve an operation too large for us, but we are 
interested in the trucking, and are in a position to serve a good portion of the 
State. 

Very truly yours, 
HARVEY FREIGHT-Ways INC., 
JOHN J. YODER. 
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ExuiIsir 7D 


GENERAL TRANSFER Co., 
Decatur, Iul., March 11, 1955. 


Mr. Haro_p WOLFE, 
Hot Lunch Program, Superintendent of Schools Office, 
Centennial Building, S;ingfield, ll. 

Dear Mr. Wortre: You may recall our several visits and discussions in the 
past expressing our interest in handling perishables under your hot lunch program. 

We understand Dunbar & Co. have intentions of canceling their present con- 
tract. No doubt you are planning and studying various methods of distribution 
to replace the present system. 

Our fleet consists of straight trucks and refrigerator trailers, equipped with 
Kold-hold Plates, and Thermo King units. We are making less-truckload and 
truckload deliveries of produce, fresh and frozen meats, and frozen foods within 
central and southern Illinois, serving almost every village and city in this area. 

We are interested in this distribution andgwould appreciate the opportunity of 
discussing details or hearing from you as to any plan of operation you are 
considering. 

Yours very truly, 
GENERAL TRANSFER Co., 
Ravpeu B. Lorenz. 


Exuisit 8D 


SCHERER FREIGHT LANES, INC., 
Ottawa, Ill., March 11, 1955. 


Hon. VERNON L. NICKELL, 
Superintendent of Public Instruction, State of Illinois, 
Capitol Building, Springfield, IU. 

Dear VERN: I understand that the State of Illinois will call for bids on the 
hauling of foodstuffs in connection with the school system of the State of Illinois. 

Our company would like to have the opportunity of bidding on this movement. 

The rear of our letterhead indicates the area which we serve and we are 
certificated by the Illinois Commerce Commission to serve all points in the State 
of Illinois on intrastate commerce. Our map shows our Interstate Commerce 
Commission routes. 

Another feature which our company would have i> offer is that we do have 
refrigerator equipment and we do have at Ottawa a warehouse which could be 
used for storing refrigerated commodities. At one time we were in the ice 
business and we have this cold storage warehouse on hand, so we would like 
to have some use for it. 

I would like very much to hear from you as to what will be available and 
would like to discuss the matter further with you if it appears that our company 
can be of service in this movement. 

Thanks a lot for your help, and with best wishes, I remain, 

Sincerely yours, 
ALEX K. SCHERER, 
President. 





ExuHiIsit 9D 


MURDACH DISTRIBUTING Co. 
Centralia, [ll., March 12, 1955. 
VERNON L. NICKELL, 
State Superintendent of Public Instruction, Springfield, Ill. 


Dear Sir: I am very much interested in bidding on the contract for the distribu- 


tion of surplus foods. 


I would like for you to send me all the available information you have con- 


cerning the new contract. 
I have warehouse, storage, refrigeration, packaging and trucking service. 
Sincerely yours, 


MURDACH DISTRIBUTING Co., 
EvuGENE H. Murpacu. 
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EXHIBIT 10D 


SILVER STREAK TRUCK RENTALS, 
Chicago 7, Ill., March 15, 1955. 


Mr. VERNON NICKELL, 
State Superintendent of Public Instruction, Springfield, Ill. 


Deak Sir: We are interested in bidding on the contract for delivery of food 
to the public schools in the State of Illinois, and would appreciate your sending 
us the form used in making the bid. 

Thanking you for your prompt attention, we remain, 

Very truly yours, 
SILVER STREAK TRUCK RENTALS, 
SEYMOUR SILVERMAN. 


Exdtsit 11D 


NORTH SHORE 
£3, MOTOR EXPRESS CO., tne. 


5450 Center Avenue Summit, IHlinois 
Bloomington 4305 


Chempaign 6-8249 TELEPHONES 
Danville 428 


cwcarw 2.2914 GHICAGO: LUntow 5-0770 


Freeport Main 2977 


Peoria 4-6932 SUMMIT 3222 


Rockford 8-1432 
Springfield 8-5336 


AddIION. «0. wee eee mM, 

Abeips cc svccceseccece m. 

MEGOn cccccsccseces m. 

Arlington Heights... . .1m. 

AVIOTO . cv ccccvccess 

Bortlet?...... 

Catered. occcccccce Mh 

Bellwood. .......... i 

Bensenville. ........ iM. 

Berkeley...........1. Evergreen Pork Sprinafield yt 
ringfield.......0+. . 

Flossmoor. ......-..- m. . J 

Bloomingdole........ * Forest Pork. .......- m. , a te 


; Stoley 
Bloomington. ........ * Fort Sheridan. ....... m. 
Blue Islond 


Broodew.......... 1H. 


Berwyn... see ce eeeee . 


Fronklin Pork........ mt, 
Freeport. . 


Columet City... .... 0. 
Chompoign. . mH. 
ChicOgo... see ee ees mw. b : 
Chicago Heights. ..... m. , a ° i , Villa Pork. . .. 
Chicago Ridge....... mt. ac . L Wess secs oe 
Westchester. ........ b 
Clorendon Hills... ... m. 
Clearing.....+.+++0+ mt. 
CRMs cccasecossce Mm. 
Cloverdole........5. mM. 
Congress Pork... .... a 
Hillside. cccccscccece mM. 

Wines. ccc cccccccccs mM. 

Hinsdole.........65. Mi. 

Hodgkins... . 2.0455 wu. 

Hollywood... ...... «Ill, 


63116—56——31 
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ExHIpiT 12D 


JACKSON-KEDZIE Motor SALES, INC., 
Chicago 24, Ill. 
SUPERINTENDENT OF PUBLIC INSTRUCTION, 
Springfield, Jit., 
Dear Srr: I would like to bid on the hauling contract for the schools. 
Would you be good enough and let me know what procedure I shall follow. 
Thanking you in advance. 
Respectfully, 
ISADORE Ron, 


ExHIBIT 13D 


O'NEILL Bros. TRANSFER & STORAGE Co., 
PEorIA, ILL., March 18, 1955. 
VERNON L. NICKELL, 
Superintendent of Public Instruction, State of Illinois, 
Springfield, Ill. 

Dear Sir: We would like to be advised if the handling and hauling of surplus 
foods to schools and other State institutions is going to be let on a competitive 
basis. If so, we ask that we be placed on the list as bidder for this business. 

We can handle for Peoria and greater Peoria area, which consists of Peoria 
County and adjoining counties. We have warehousing facilities and trucking 
equipment and would appreciate very much the opportunity to submit our prices 
for this business. 


Yours truly, 
WALTER O'NEILL, Copartner. 


ExHIsit 14D 
CITIZENS Coat & IcE Co., 
Mattoon, Ill., March 28, 1955. 
Mr. VERNON L, NICKELL, 
State Superintendent of Public Instruction, 
Springfield, Ill. 

Deak Sie: In regard to transporting surplus Federal commodities to various 
schools, 

This company has 3 insulated and refrigerated trucks of 5-ton capacity 
each, and a refrigerated warehouse of brick and tile construction at Charleston, 
Ill, of approximately 100,000 cubic-foot capacity. Temperatures of 20° to 
25° can be presently maintained in this building. Lower if needed with some 
remodeling of refrigeration system. 

All of the above equipment is now being used in our ice business for approxi- 
mately 5 summer months of the year when school is out and otherwise idle 
during the months that schools are in session. 

It might be that an advantageous program could be worked out that would 
lower costs to your department in this food handling, and to our advantage to 
keep otherwise idle equipment in motion. 

If interested, will be glad to discuss details with your office. 

Yours truly, 
Citizens Coat & Ice Co., 
H. R. Torre. 


Exuipit 15D 
NicHots & Co., 
Avon, Ill., March 25, 19509. 


Mr. VERNON L, NICKELL, 
Superintendent of Public Instruction, 
State of Illinois, Springfield, Ill. 

DEAR Mr. NICKELL: We would appreciate very much the opportunity of bidding 
on the proposal or contract which is now being contemplated for replacement 
of the contract now being handled by Dunbar & Co. for delivery of food products 
to schools and institutions in the State of Illinois. 
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Our long experience in the food business leads us to believe we could handle 
these deliveries efficiently and properly with a considerable savings to the State. 
Your kind consideration will indeed be appreciated. 
Yours very truly, e 
MERLIN L. NicnHors, President. 


Exarstit 167) 


LIBERTY TRUCKING Co., 
Chicago, Iil., March 24, 1955. 
Mr. VERNON L. NICKELL, 
State Superintendent of Food Distribution, 
Springfield, Jil. 

DeaR Mr. NICKELL: Thank you very much for the fine courtesy you extended 
to me yesterday during my short visit and for the explanation on how we 
might be considered in the food distribution to various vocational schools in the 
territory we serve. 

You explained that you were waiting for instructions from Washington on 


‘plus ' future distribution methods and when that has been determined, we will ap- 
itive » preciate receiving two sets of the necessary contract forms so that we may enter 
ness. ' our bid in your prescribed form. 

poria Yours very truly, 


‘king Wm. S. Barranco, President. 
rices 


EXHIBIT 17D 


MONTEGNA & Co., 
Chicago 9, Ill., March 16, 1955. 
VERNON L. NICKELL, 
Superintendent of Public Instruction, 
Springfield, Jil. 

DEAR Sir: We are interested in the hauling of surplus Government food. We 
understand that specifications are out on the distribution of such food and re- 
quest that a copy be sent to our office. 


ariouS #— Thank you. 
JOSEPH MONTEGNA. 
pacity 
leston, 
10° to ExHIsBiT 18D 
| some 
[Telegram] 
yproxi- : é 
‘e idle VERNON NICKELL, 
Superintendent of Public Instruction: 
would Our company has for your immediate disposal a fleet of eight vans and crew 
age to of competent workmen should you have the need for same in delivering surplus 


food to Illinois schools. We would like to receive the invitation to bid for the 
hew contracts when it is ready for mailing. 
CARTERS MOVING & STORAGE, 
410 North Vine, Urbana, Ill. 


Exuisir 19D 


DENNIS & MAGILL, INc., 
Augusta, Ill., March 24, 19505. 
Mr. VERNON L, NICKELL, 
Superintendent of Schools, 
State of Illinois, Springfield, Ill. 

bidding DEAR Str: We would be interested in receiving a copy of specifications and 

acement [— “Pportunity to bid in transportation of surplus foods to the various schools, etc., 

roducts in Illinois, 
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We presently have several tractors, semitrailer vans, equipped with either ice 
bunkers or Thermo King units, several straight truck vans. We regularly deliver 
merchandise to the State institutions throughout Illinois, and therefore we 
believe we could quglify in delivery of the aforementioned. 

Sincerely yours, 
DENNIS & MaaILL, INc., 
By Morris MAGILL. 


ExHIsit 20D 


Spoon River Datry Propucts Co., 
Bushnell, Ill., March 15, 1955. 
Mr. VERNON NICKELL, 
Superintendent of Public Instruction, 
Springfield, Jil. 

Deak Mr. NICKELL: Should the Dunbar discontinuance of delivery service take 
place April 1 and you need such service in this area, for a range say of 50 miles 
surrounding Bushnell—we can supply such service, as well as warehouse service, 
both dry and refrigerated. 

We serve much of that area now with a meat delivery service—in fact supply 
two school districts with fresh meat supplies now, Stronghurst and Elvaston. 

Our rates would not be excessive, probably under 14% cents per pound, provid- 
ing there is quantity delivery—this would cover both warehousing and delivery 
but not the delivery into our plant of the supplies. 

In the days when relief service handled thousands of pounds of surplus frozen, 
fresh, and cured meat, we warehoused a great quantity of that material here. 

If you are interested, phone us anytime at our expense and we will have some- 
one see you or if an emergency arises, please feel free at anytime to use our 
facilities here and we could start delivery quickly, at least within a day’s time. 

Yours truly, 
Seoon River FarM Propvucts Co., 
By A. Brapy. 


ExHIBIT 21D 


EDWARDSVILLE, ILL., March 28, 1955. 
Mr. VERNON NICKELL, 
Director of Public Instruction, 
Springfield, Jil. 
Dear Sir: I am interested in bidding for the distribution of surplus foods to 
public schools; would appreciate being furnished with specifications required of 
bidders when you are ready to let bid. 


Yours truly, 
JOHN CERENTANO. 


ExuIsit 22D 
HAYES FREIGHT LINES, INC., 
Springfield, Ill., March 29, 1950. 
Mr. I. A. PALMER, 
Office, Superintendent of Public Instruction, 
Springfield, JU. 

Dear Siz: Per our phone conversation of Monday, March 28, 1955, we wish 
to submit bids for the transportation of foodstuffs or other commodities for the 
publie school system in the State of Illinois. 

Please arrange to forward to me all the necessary bid forms, information, and 
instructions to qualify. 

We understand the forms are due to arrive at your office soon. 

Respectfully yours, 
Hayes Freicut LINEs, INC. 
OPERATING DEPARTMENT, 
By C. J. Brown. 
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ExHIsBit 23D 


ILLINI FRozEN Foops, Inc., 
Moweaqua, Ill., April 1955. 
VERNON L. NICKELL, 
State Superintendent of Public Instruction, 
Springfield, Jl. 
DeaR Sir: From the public press we learn that the contract for the delivery of 
surplus foods will be reopened for bid in the near future. 
Please send us the necessary specifications, information, and forms in order 
that we might submit a bid, if we are interested. 
Thank you for your attention to this matter. 
Yours very truly, 
Mrs. Sara Brooks, President. 


ExHursBit 24D 


Ritsos & Ritrsos Law OFFICES, 
Chicago 8, April 4, 1955. 
Mr. VERNON L. NICKELL, 
State Superintendent of Schools, 
Springfield, [ll. 

YENTLEMEN: We are writing you on behalf of the R. & R. Motor Service, Inc., 
of Chicago, Ill, which is interested in securing your specifications regarding the 
truck hauling of foodstuffs to public schools. 

We would appreciate if you would forward to the undersigned whatever spec- 
ifications are available in order that a bid may be submitted for this truck 
hauling. 

Thanking you for a prompt reply, we remain 

Very truly yours, 
GrorGE T. RivTsos. 


Exuripir 25D 


CHEATHAM TRUCK SERVICE, 


Greenville, Ill., April 4, 1955. 
VERNON L. NICKELL, 


Superintendent of Public Instruction, 
Springfield, Jil. 
DeaR Mr. NICKELL: I would be pleased to have you mail me at your earliest 


; convenience blanks so that I can submit a bid for hauling the surplus food 
| products which I understand is going to be placed up for new bids. 


Thanking you in advance, I remain, 
Yours truly, 


J. R. CHEATHAM. 


ExHIBitT 26D 


McPHERSON TRUCKING Co., 
White Hall, Ill., April 6, 1955 
VERNON L. NICKELL, 
State Superintendent of Public Instruction, 
Springfield, Il. 
Dear Sir: In regard to food hauling for Illinois public schools. We have a 
fleet of trucks operating through central Illinois. We have had over 20 years of 


, experience with many commodities and would be interested in bidding on part 
| of your hauling contract. If we can be of any help at present time we will offer 


reasonable rates and good service. 
We also have available a large warehouse serviced by two railroads, the 


' Burlington Railroad and the Gulf Mobile & Ohio Railroad. 


We will be very glad to call at your office and discuss this matter in detail 


' if you are interested. 


Yours truly, 
McPHERSON TRUCKING Co., 
MANFORD MCPHERSON. 
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ExHIsitT 27D 


MourpHyssoro Ick & Corp Strorace Co., 
Murphysboro, Ill., April 1, 1955. 
Mr. VERNON L. NICKELL, 
Superintendent of Instruction, 
Springfield, Ill. 
(Attention: Mr. Wolff.) 


Dear Sie: In reading the newspapers I find that the State of Illinois plans a 
change in the distribution of surplus food commodities. 

In the fall of 1952 we stored surplus food commodities for Dunbar & Co., which 
we thought was very suitable for distribution in southern Illinois, since we have 
space available for both dry and refrigerated storage. 

We are located on the G. M. and O. R. R. siding, and also the I. C. and M. P. 
have lines running through Murphysboro. We have a total of 165,000 cubic feet 
of storage space. 

If you do make such a change and anticipate the need for either dry or refrig- 
erated storage space in southern Illinois, I would appreciate a chance to make 
a bid on it. 

Please let me hear from you at your earliest convenience. 

Thanking you, I remain, 

Yours very truly, 
MurpuHyssoro Ick & CoLp STORAGE, 
J. T. PURCELL, JR. 


Exnisir 28D 


JOHN F. BoRGSMILLER WHOLESALE F'oops, 
Murphysboro, Ill., April 1, 1955. 
VERNON L. NICKELL, 
State Superintendent of Public Instruction, 
Springfield, Jil. 
(Attention: Mr. Wolff.) 
DEAR Six: We are interested in receiving information about the distribution 
of surplus food to the various schools in the southern Illinois area. 
We have available warehouse space and truck facilities to do an economical 
job of distribution. 
We will certainly appreciate an early reply with the requested information. 
Thanking you for your courtesies, we remain, 


Very truly yours, 
JOHN F. BoRGSMILLER. 


Exursit 29D 


CUMMINGS CARTAGE Co., 
Palatine, Ill., April 3, 1955. 

Re surplus food distribution to public schools. 

Dear Sir: Am interested in submitting bid for distribution of surplus foods for 
northwest Cook County, or entire suburban Cook County. 

Kindly send me all information necessary to submit a bid that will be favorable 
to you, me, and all the children of Cook County. 

We are an established and responsible trucking firm, serving all of Cook 
County now, and feel that we can satisfactorily handle this merchandise, too. 


When submitting information on bid please inform me as to when dead line 0! 


bid is to be in. 


Thanking you in advance for this information. 
CUMMINGS CARTAGE Co. 
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Exutisir 301) 


HOLZWARTH Bros., 



























5 Hardin, Ill., March 29, 1955. 
7 Hon. VERNON L. NICKELL, 
Superintendent of Public Instruction, 
Springfield, Ill. 
Dear Sir: Please send me the blank for bidding on the trucking contract for 
the distribution of the surplus commodity food for the schools. And any informa- 
ns a tion that is available at this time for this subject. 
Yours truly, 
hich CHAS. Q. HOLZWARTH. 
have 
I. P. ExuisBit 1B 
' feet STATE or ILLINOIS, 
OFFICE OF THE SUPERINTENDENT OF PUBLIC INSTRUCTION, 
-frig- Springfield, June 14, 1955. 
make Congressman L. H. FounTarn, 
Chairman, Intergovernmental Relations Subcommittee, 
House Office Building, Washington, D. C. 
DEAR CONGRESSMAN FouNTAIN: Enclosed is a copy of an advertisement placed 
in newspapers of the State according to requirements of the law governing bid 
\GE, solicitations by code departments. 
Also copy of complete information and bid forms for bidding on the receipt, 
storage, and delivery of surplus food commodities. 
Yours very truly, 
VERNON L. NICKELL, 
Superintendent of Public Instruction. 
955 
STATE OF ILLINOIS 
Request for bids on receipt, storage, and delivery of surplus food 
commodities furnished by USDA to the State of Illinois for schools, 
State and county welfare institutions, child welfare centers, camps 
bution 


Bids on the above will be publicly opened at 12 noon, central daylight saving 
time, in the Commerce Commission hearing room, first floor, Centennial Build- 


omical ing, Springfield, Ill., on Thursday, July 14, 1955. All bids must be in the office of 






. the superintendent of public instruction, State of Illinois, not later than 4 p. m., 
Lon. central daylight saving time, on Wednesday, July 13, 1955. Information and 
specifications for bidding may be secured by wiring, writing, or calling in person 
at the school lunch division of the superintendent of public instruction, room No. 
LLER. 214, second floor, Centennial Building, Springfield, Ill., telephone No. 6611, ex- 
tension 498. 
To the Newspapers: 
This ad is to be inserted three times in your publication on the following 
dates: Thursday, June 16, Thursday, June 23, Thursday, June 30. 
"1955. Send bill to Vernon L. Nickell, superintendent of public instruction, for pay- 


ment. Request for certificate of publication. 





pods for INFORMATION FOR BIDDERS 





Last date that bids will be received July 14, 1955, at 12 noon (central daylight 
saving time.) 

sidders must make certain that bids are returned in the self-addressed en- 
velope enclosed with bid and proposal. 
: The suecessful bidder must, prior to commencing operation, obtain a permit 
— 4s a contract carrier from the Illinois Commerce Commission under and by virtue 
of the Illinois Motor Carrier of Property Act, which will be issued by the com- 
mission after hearing and proof required by said act. 


ivorable 





of Cook 
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SOLICITATION OF BIDS 








SUPERINTENDENT OF PUBLIC INSTRUCTION, 
State of Illinois, 
Department of School Lunch, 
Springfield, Ili. 


Specifications and terms and conditions for receiving, storing, and delivering 
and accounting for federally donated food commodities, and conducting all ad- 
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ministrative operations in connection therewith on a statewide basis are herein 


outlined. 
PROPOSAL 


The office of the superintendent of public instruction (hereinafter referred to 
as the State agency) under present agreement with the United States Depart- 
ment of Agriculture is responsible for receiving, storing, warehousing (including 
dry storage, refrigerated storage, and freezer storage), and delivering to ap- 
proved public and nonprofit private and parochial schools, nonprofit, nonpenal, 
charitable institutions, child care centers, and summer camps, food commodities 
made available to the State agency through the United States Department of 
Agriculture. 

The State agency desires to enter into an agreement for receiving, storing, and 
warehousing services to be rendered prior to actual delivery of the commodities 
to the various schools, child care centers, institutions, and summer camps through- 
out the 102 counties of the State. The services desired also include trucking 
and handling in effecting such delivery. Some recipients, however, may make 
their own arrangements for receiving, storing, and distribution of commodities. 
In such instances, the agreement would not apply. In other instances, the re- 
cipients may make their own arrangements for cartage in which case the agree- 
ment would cover only receiving the foods and warehousing them properly until 
the recipients take title to the foods. There are at present approximately 2,200 
schools served, 29 child care centers, 200 institutions, and 46 summer camps. 
This number may vary from time to time. This solicitation form sets forth the 
conditions, requirements, and specifications for your information and to assist 
you in submittting bid prices, and the terms and conditions herein will become, 
on acceptance of the successful bid, a contract between the State agency and the 
successful bidder (hereinafter referred to as the contracted outlet). 

In the event you desire further information with respect to any of the recitals 
herein, or have questions that have not been specifically spelled out in this solicita- 
tion, you should direct your inquiry in writing to Mr. Harold A. Wolfe, director, 
school lunch program, office of the superintendent of public instruction, room 
214, Centennial Building, Springfield, Il. 


SUBMISSION OF BIDS 


Sealed bids will be received by the State agency up to 12 noon (central day- 
light saving time) on Thursday, July 14, 1955, in room 100 of the Centennial 
Building, Springfield, Ill., for the services outlined herein and will be publicly 
opened and read aloud (if requested) at 2:30 p. m. (central daylight saving 
time) on the same day in room 219 on the second floor of the Centennial Build- 
ing, Springfield, Il. 

If you do not desire to quote on this solicitation, please so state, giving your 
reasons and return to this office. 

Method of bidding.—Under the heading of “Your Bid” spaces for recording your 
bids are provided. Bidders must submit bids on the basis indicated. If the 
bidder so desires he may present bids on another basis in addition to the require- 
ments herein, if he feels that submitting the additional bid would be more equit- 
able to him and the recipient schools and institutions. Such additional bids should 
be submitted in a letter marked “alternate bid.” In this event the cost covering 
all services of receiving commodities, storing, warehousing, handling, and cartage 
covering all required deliveries over the State of Illinois cannot be in excess 
of the other bid submitted. 


ACCEPTANCE AND REJECTION OF BIDS 


The State agency reserves the right to reject any or all bids and to waive any 
informality therein, if in its Judgment said action is deemed in the best in- 
terests of the State agency. The State agency, upon examination of all sub- 
mitted bids, may award to the lowest overall responsible bidder the contract for 
all services heretofore enumerated to be performed by the contracted outlet. 
Award will be made as soon as possible after clearance by the Illinois Com- 
merce Commission. 

The acceptance on the part of the State agency shall complete the contractual 
relationship between the State agency and the contracted outlet, which shall 
be subject to all the terms and conditions recited in the 13 pages of this solicita- 
tion of bids. The State agency, by awarding the contract to the successful bidder, 
rejects all other bids. 
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GUIDE TO ASSIST YOU IN MAKING BID 


List of prior commodities handled —Attached is a list of the commodities 
handled in the past by types of storage indicating the unit size and pack, and aver- 
age gross weight. This list is given for general guidance only. No assurance 


can be given that quantities or types and pack of commodities received in the 
future will correspond thereto. 


Percentage analysis of past distrbution—The following is a percentage ratio 
by storage type of commodities made available during the fiscal years 1952-53 


and 1953-54 based on net weights. These figures were compiled by the United 
States Department of Agriculture. 


1952-53 1953-54 Average ratio 
ee oped quantity quantity of type storage 
l'ype of storage percentage, percentage, to total 

pounds pounds quantity 


Dry es ioe 
Refrigerated - 24. 24.3 
Freezer . . .. : aa | 43. 25.1 


32. 50.6 


Py iit sitnsse 


— . 100. 0 


Based on 1953-54 distribution the approximate increase in weight of com- 
modities of gross over net amounted to 14 percent for dry storage commodities, 
8 percent for refrigerated commodities and 6% percent for freezer commodities 
or an overall increase of approximately 10 percent. 


GENERAL TERMS AND CONDITIONS 


Responsibility of State agency.—The State agency shall have primary respon- 
sibility for the efficient handling, storage, and distribution of commodities in 
accordance with its agreement with the United States Department of Agriculture. 

Period of agreement.—Your proposal shall state when operations will be initi- 
ated and how long a period of time will be required by you to obtain full and 
complete operations. Operations shall continue until terminated or canceled 
as provided in the agreement. 

Deliveries.—All commodities delivered by the contracted outlet shall be on a 
first-in, first-out basis. There shall be monthly deliveries to all schools during 
the regular school year. There shall be deliveries to a smaller number of schools 
and summer camps monthly during the months of June, July, and August. 
Deliveries to institutions may be required each month, as requested by recipients. 
It is not possible to give a tonnage amount to be handled. However, in the past 
the lowest annual tonnage was approximately 10,200,000 pounds, and the maxi- 
mum was 19,900,000 pounds, but no minimum or maximum can be guaranteed. 
Deliveries shall be made to the exact location designated by the recipients, 
whether it be to the lunchroom, kitchen, or a storage center. School deliveries 
shall be made on Monday through Friday once a month except on school holidays. 
The deliveries shall be made to schools between the hours of 8 a. m. and 3:30 
p. m. on days listed for deliveries. When making deliveries, dated and signed 
receipts shall be obtained from the approved recipient agency. No other 
merchandise shall be handled or commingled while delivering Government food 
commodities. 

Storage.—Commodities which are not to be delivered to recipient agencies 
immediately upon their receipt from the United States Department of Argiculture 
Shall be stored by the contracted outlet until arrangements are made for their 
delivery. Such storage shall be in adequate and proper facilities for the type 
of commodity involved i. e., dry storage, refrigerated storage, or freezer storage. 
Refrigerated storage means storage at temperatures from 30° to 45° above zero; 
freezer storage means storage at temperatures of zero or below. The contracted 
outlet shall comply with storage directives, fact sheets, and storage handbook 
as compiled and issued by the United States Department of Agriculture. 

Quoted prices.—The prices quoted must include in and out handling, storage, 
demurrage, cartage costs including insurance, taxes (if any) and administrative 
operational costs. 

Insurance.—The contracted outlet must carry insurance to cover any loss of 
products through theft or other causes, also to cover any damage to any property 
of the recipients caused by the contractor or his agents or drivers. 
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Personnel and equipment.—The contracted outlet accepts the responsibility for 
the handling, storage and distribution of any commodity donated to the State 
agency and agrees to provide or cause to be provided proper facilities and arrange- 
ments for the acceptance, storing and distribution of such commodities. The con- 
tracted outlet must have sufficient personnel to insure high-class and prompt serv- 
ice, and also sufficient equipment to deliver commodities without loss, and espe- 
cially to provide full protection against any and all prevailing weather at all 
times. 

Eligible recipients.—The contracted outlet shall confine distribution of com- 
modities received for the State agency to persons, groups, agencies, or other 
recipients determined to be eligible in accordance with instructions issued by the 
State agency. Such distribution shall not be in excess of the maximum rates 
of distribution established by the State agency. 

Misuse of commodities.—The contracted outlet at all times shall exercise care 
to prevent United States Department of Agriculture commodities from being 
distributed in such quantities or manner as to encourage waste, deterioration or 
misuse. 

Inspection.—Representatives of the State agency or United States Department 
of Agriculture may make inspection at any reasonable time of the commodities in 
storage or of the facilities or of warehouses used in the handling or storage of 
commodities. 

Demurrage.—The contracted outlet shall assume full responsibility for demur- 
rage or any other charges which may accrue after a car has been placed for 
unloading by the delivering carrier at the point of destination designated in 
delivery order for donated commodities, or if such placement is prevented by any 
cause attributable to the contracted outlet. 

Books and records.—The contracted outlet shall maintain accurate and com- 
plete books and records as directed by the State agency, pertaining to its opera- 
tions under this agreement. Such records shall cover the receipt, handling, 
storage, warehousing, and distribution of commodities and shall include data 
with respect to costs and other financial aspects of the operation as well as data 
with respect to quantities of commodities received and distributed. In view 
of the nature of this agreement, in particular the uncertainties with respect to 
quantities and types of commodities to be received from the United States De- 
partment of Agriculture, and with respect to the allocation of commodities 
throughout the State, it is deemed necessary in the interests of both parties to 
review the charges made to recipient agencies under the agreement at appropriate 
intervals in order to determine whether adjustment thereof may be necessary. 
The contracted outlet shall, therefore, at any time upon request of the State 
agency or the United States Department of Agriculture, make those records per- 
taining to its operations under the agreement available to the State agency 
and the United States Department of Agriculture, jointly or separately, for 
audit and administrative review to determine whether the rates charged recipient 
are fair and reasonable as well as to determine compliance with or liability under 
other provisions of this agreement. Such records shall be retained by the con- 
tracted outlet for not less than a period of 3 years following the calendar year’s 
operations to which such records relate and shall be available for examination 
and audit during such period at a reasonable time and place. Any adjustment of 
the charges shall be made by mutual agreement of the parties hereto and shall 
not be retroactive in effect. 

Inventory audit.—The contracted outlet agrees to an inventory audit each cal- 
endar month by the State agency. 

Reports.—The contracted outlet shall submit a monthly (inventory) report 
to the State agency on or before the 5th of the month following the monthly 
period covered by the report. The balance of commodities shown as on hand 
must be actual physical count and reconciled with perpetual inventories. The 
contracted outlet shall also submit such other reports or financial statements 
as may be requested by the State agency or United States Department of Agricul- 
ture. 

Containers.—The contracted outlet agrees to ask the State agency for in- 
structions with respect to the disposition of containers which the State agency 
has designated as salvageable, to dispose of such containers and account for the 
proceeds therefrom according to instructions furnished by the State agency, and 
to maintain a record of all salvageable containers. 

Payment and discounts.—Charges for handling, storage, and delivery agreed 
upon by and between the contracted outlet and the State agency shall be payable 
by the recipient agencies. Notice of the agreed charges and terms of payment 
shall be furnished to the recipient agencies by the State agency. The contracted 
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outlet must look to the recipient schools, institutions and other recipient agen- 
cies for payment in full of the services rendered. Each recipient shall be billed 
monthly and if a discount is allowed on condition that payment is made within 
a certain period, the invoice should so state. (Such a discount may determine 
the lowest responsible bidder and this fact should be shown on your bid.) Con- 
tracted outlet must recite in billing recipients the specific types of commodi- 
ties and the charges therefor. The rates charged are to be uniform throughout 
the State regardless of the distance from the point of receipt or storage to the 
recipient. 

Subcontracts.—In addition to utilization of any facilities which contracted 
outlet may own or control, the contracted outlet shall have the right to arrange 
subcontracts for cartage purposes and may utilize public storage facilities, but 
shall continue to be responsible for quality of service, delivery to place desig- 
nated by recipient, loss of commodities and property damage and other terms 
and conditions herein. Contracted outlet shall name the counties in which the 
subcontractor shall operate. 

Recipients served.—Attached is a list by counties of recipients which have 
been served. It is understood that some of those listed may drop out of the 
program if they desire; it is also understood that others may come into the 
program. 

License.—The contracted outlet shall be a fully licensed contract carrier and 
must possess contract hauling authority as established by the rules and regula- 
tions of the Illinois Commerce Commission, and must insert here its authority 
number ————. All subcontractors must be fully qualified and licensed to per- 
form all acts delegated to them by the contracted outlet. 

Bond.—The contracted outlet shall provide a good and sufficient performance 
bond in the sum of $300,000, said bond to be executed by a recognized agent. All 
employees of the contracted outlet and subcontractors, if any, shall be bonded 
and shall be licensed and authorized to do the specific functions of their employ- 
ment. 

Irregularities.—The contracted outlet agrees to cooperate fully with the State 
agency in the investigation of all complaints received in connection with the 
distribution of commodities and to correct any irregularities disclosed, report- 
ing promptly to the State agency in each instance. 

Shortages and damage.—The contracted outlet agrees to assume the respon- 
sibility for any shortages or damage to commodities incurred during the dis- 
tribution to recipients and for the diversion of commodities to ineligible re- 
cipients, and will reimburse the State agency in the form of a check made pay- 
able to the Treasurer of the United States, upon receipt of a statement by the 
State agency indicating the established value of the commodity involved. 

T'ermination.—The State agency or the contracted outlet may terminate this 
agreement by giving 30 days’ notice in writing to the other party. The State 
agency may cancel this agreement immediately upon receipt of evidence that 
the terms and conditions thereof have not been fully complied with by the 
contracted outlet, such evidence to be solely evaluated and determined by the 
State agency. After notice of termination or cancellation of the agreement, 
the contracted outlet agrees to comply with the instructions of the State agency 
to follow either (a) or (b) which follows as a method of settlement: 

(a) distribute all remaining inventories of the USDA commodities in 
accordance with the provisions of this agreement ; 

(b) agree that the USDA commodities shall be released to the State 
agency with no expense involved. 


METHOD OF OPERATION 


Following are the procedures and the responsibilities required of the con- 
tracted outlet in the receipt, storage, distribution, and accountability of Govern- 
ment donated commodities on a statewide basis. 


1. Agreements with recipient agencies and the method of approval 

The State agency will approve and enter into individual agreements with 
public and private schools, public and private nonpenal, nonprofit, charitable 
institutions, summer camps and child care centers. 

Upon entering into such agreements, the State agency will furnish to the con- 
tracted outlet a copy of a distribution identification card which will set forth 
the approved recipient agency, name, address, county, and the recognized spon- 
sor. In addition, the distribution identification card will set forth the number 
of approved individual eligible recipients. 
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Attached are copies of the three distribution identification cards that will be 
utilized in the distribution system. 

D. C. 1-Y applies to schools participating in the school lunch program. 

D. C. 2-S applies to institutions, summer camps and child care centers. 

D. C. 2-G will apply to nonsubsidized schools. 

Contracted outlet will maintain these cards in order of county and authorized 
contract number, and all distribution will be based upon the information set 
forth on the card. 


2. Receipt of commodities 

The contracted outlet will be responsible for the receipt and unloading of all 
carload lots, or portion thereof, of food commodities delivered by the United 
States Department of Agriculture and will be furnished by the State agency the 
yellow and white copy of Form FP-54, attached. 

After receipt and unloading of commodities contracted outlet will complete 
items 23 through 30 on both the yellow and white copies maintaining the yellow 
copy for their permanent record and forwarding to the State agency office the 
completed white copy. In cases where a shipment received is short or damaged 
the contracted outlet will complete three copies of the attached Form FP-57 
and forward to the State agency office together with the completed white copy 
of the delivery order. 


8. Allocation of commodities 

The contracted outlet shall prepare each calendar month an allocation of com- 
modities, by section (sec. 6, sec. 32, sec. 416) under which the donation is made 
by United States Department of Agriculture, to all approved recipient agencies 
on Form Ill. ARD attached, which is a combined allocation request, delivery 
and receipt form. 

The State agency shall furnish the contracted outlet each month maximum 
rates of distribution for each commodity and the contracted outlet will complete 
columns 1, 2, and 3 on the Form Ill. ARD and indicated in the last column the 
handling and delivery charges for each commodity. The white copy is then 
mailed to the indicated recipient agency. The four remaining copies are retained 
by the contracted outlet. 

When the white copy is returned by the recipient agency to the contracted out- 
let, properly completed, the contracted outlet shall then compute and complete 
the remaining four copies by completing column 4. 


4. Delivery of commodities 

After the contracted outlet has completed the four remaining copies of Form 
Ill. ARD, it shall then prepare a manifest of delivery, in 3 copies, for each of 
102 counties in the State on Form D. C.3-M. (See attached.) One copy of each 
manifest of delivery will be furnished to the State agency on or before the 5th 
day of the month following the month being reported. One copy will be used for 
delivery purposes. The third copy will be retained by the contracted outlet for 
a check against the copy showing the actual delivery. 

Each of the four remaining copies of the Form Ill. ARD indicates its disposi- 
tion and this must be completed in detail by the contracted outlet. The con- 
tracted outlet is responsible to obtain the proper signature of the authorized repre- 
sentative of the recipient agency and the date of delivery. Together with the 
manifest of delivery, the contracted outlet shall furnish to the State agency on 
or before the 5th day of the month, following the month being reported, the pink 
Form Ill. ARD segregating the individual deliveries set forth on the manifest 
in each of the 102 counties. 


5. Accountability 

The contracted outlet must maintain, at its central office, registers providing 
for the accountability and identification for all commodities received, distributed 
and on hand as directed by the State agency. Such registers must be supported 
by complete documentation necessary to provide accounting for all commodities 
handled by the contracted outlet. Such subsidiary and perpetual inventory 
records as are essential to provide accounting for commodities, shall be main- 
tained, at all points of storage. 


6. Form requirements 


Of the forms involved, the contracted outlet must assume the cost of the 
following and the number necessary for each fiscal year: Form Ill. ARD, 30,000; 
Manifest of delivery (Form D. C. 3-M), 7,500. 
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YOUR BID 


7. Location of the following warehousing which you can provide for storage 
1. Dry warehousing 


Can you obtain the capacity 
. Refrigerated warehousing 


Can you obtain the capacity 
3. Freezer warehousing 
Can you obtain the capacity 
Note in each case whether they are bonded warehouses by placing the letter B 
after each. In case no letter is shown or indicated, it will be assumed that they 
are not bonded. 


8. List type of automotive equipment 


1. Number and type of trucks 
Number of 


(Use additional sheets and attach hereto if you desire to enlarge answers given 


above. Also, to supply data that you believe pertinent and not specificaily 
requested. ) 


In making your bid, you must set forth charges (per hundredweight) for receiv- 
ing and distributing commodities (including all handling and necessary ware- 
housing) to be made to the recipients for all three types of commodities (dry, 
refrigerated, and freezer), these charges to be based on gross weight. 

1). Charges 


It is understood that the rate quoted is to cover all costs involved in supplying 
all the necessary services on a statewide basis. 


Dry storage, $ per hundredweight. 
Refrigerated storage $ per hundredweight. 


Freezer storage $ per hundredweight. 
Discount terms 


DRY STORAGE 


| Average 
4 
weight 


Commodity Unit size and pack 


Beans, dry ; 100 pounds 
Beef and gravy, canned 24 30-ounce cans 
Cranberry sauce 6 No. 10 cans 
Figs, Kadota do 
Grapefruit sections 24 No 
Honey 6 5-pound cans 
Do 12 5-pound cans 
Milk, nonfat dehydrated 6 416-pound packages 
Do --| 12 44%-pound packages 
Do | Barrels 


Olive 6 1-gallon 
Salad do 
Peaches. . 24 No 

Do 

Peanut butter 
eas, canned 
R Do 24 No. 303 cans 
ice Bag 

lomatoes 24 No. 214 cans 
; Do 6 No. 10 cans 
om ito paste do 
(Cherries, canned do 
Green beans, canned --| do 


101 


2 cans 


Oil 


2% cans 
6 No. 10 cans 
do 
do 
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REFRIGERATED 


Storage 32° to 45° F. 








DIES CI. oc can nancaccncnpseneenenas coe] MIR cinetexhr dwn nccb anne wenstannsesdoncsoweune 26 
Bacon, smoked. -- -- - eee ee ee ale ct eich ang sake 63 
Cheese, natural cheddar... .-.-------------.-- nl scne-GOn nance sane emer nein oseencen chatienesi 7914 
TT ee -----| 6 5-pound_- tats wt bisuie dewasumwbind 3244 
PTS. on cinnn cowcuskbuueweewske : | Case Tse aaake imate BP wo 55 
Hams, smoked... -..---.-.- seinen esiticaen satan eatain nite leased ORG: tb. Kites hisbie toi kinebe ual 65 
OOS EEE iat Ue BOO Caw eke ss sain aielcuecoleumaacal 4914 
BOE cess Sasa ; | Box spibners cae ines 50 
Pienie hams, smoked._-..-_-- Ce 4.400 . ; : 62 
NG. 6 6 = Sekine sea wan Catbeemsticsn ssodk ees ~¢ Sitels Sade thi cesiccah dadailen su stadal 101 
Shortening - ----.-.-.- sp ietalbe cae te stchiee pip tole % Sighlinia .-| 123- pound... cake Whe mst ; Ss ipo ahthe 45 
| ER EE RS IRE Sera yy i RRR ; Seiome =e 59 
FREEZER 


Temperature, zero or below 





Beef, hamburger ob Seunes davabe one | Case..-... cad ’ aida 56 
Butter, print _--- 32 1-pound prints- y - 33 
Butter, bulk . ubes 64 
Turkey, frozen. _- . pica ; a : : . : 95 
Frozen boneless beef ‘ do ; ‘ oa 56 


ExHisit 1F 
{From the Congressional Record, March 17, 1955, p. A1830] 


PEOPLE OF ILLINOIS ENTITLED TO DETAILS OF MANIPULATIONS BY STATE OFFICIALS 
OF DUNBAR CONTRACT FOR HANDLING AND DISTRIBUTING SuRPLUS Foops TO 


SCHOOLS AND INSTITUTIONS 


Extension of remarks of Hon. Melvin Price, of Illinois, in the House 
of Representatives, Thursday, March, 17, 1955 


Mr. Price. Mr. Speaker, under leave to extend my remarks in the Record, I 
include herewith the following editorial entitled “Investigate,” which appeared 
in the March 14, 1955, issue of the East St. Louis (Il.) Journal: 


“INVESTIGATE 


“A full investigation of the Dunbar contract is imperative. 

“And, if last week’s news dispatches from Washington are correct, the people 
of Illinois are going to get, at last, all the details of the disputed contract for 
handling and distributing surplus foods to schools and institutions in Illinois. 

“Up to now, Vernon L. Nickell, State superintendent of public instruction and 
the man who awarded the contract, has been vague in answering questions raised 
by critics of the arrangement. 

“So has James W. Dunbar, clerk of the Sangamon County probate court and 
Nickell’s good political and personal friend, with whom the superintendent of 
instruction negotiated the contract in 1952. 

“The United States Department of Agriculture believes that Dunbar & Co., 
the firm Dunbar formed to handle and distribute the surplus food, has made 
from $800,000 to $900,000 in excessive profits on the arrangement. 

“The Department forced Nickell to cancel the contract. He has announced 
that he will find a successor through competitive bidding—a precaution he did 
not exercise when he awarded the contract to Dunbar in 1952. 

“Despite these charges and developments, Nickell insists that the contract is 
a good one and that the Department of Agriculture’s figures are wrong. Dunbar 
has called his services the best in the United States. 

“Congressman Fountain, Democrat, North Carolina, chairman of the House 
Intergovernmental Relations Subcommittee, revealed the details of the Depart- 
ment of Agriculture’s report on the Dunbar contract Friday. He promised ‘to 
go into the matter very thoroughly.’ 

“That is good. There are many questions which need answering—questions 
like these: 

“Why did Nickell fail to call for competitive bids on the contract? 

“Has Dunbar been “a heavy * * * contributor” to Nickell’s campaign, as 
Congressman Fountain alleges? 
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“What qualifications did Dunbar have for undertaking the contract? 
“On what basis did Nickell award the contact to Dunbar? 


“Full disclosure of the operations of Dunbar & Co., cannot come too soon.” 


{From the Congressional Record, March 18, 1955, p. A1845] 


REPUBLICAN POLITICIANS IN ILLINOIS MApDE $168,000 Prorir Orr SugPLuS Foop For 
ScHooL, LUNCHES 


Extension of remarks of Hon. Melvin Price, of Illinois, in the House of Repre- 
sentatives, Friday, March 18, 1955 


Mr. Price. Mr. Speaker, under leave to extend my remarks in the Record, I 
include herewith a news story on profits made off surplus food for school lunches 
in Illinois, which appeared in this morning’s Washington Post and Times Herald: 


“PROFITS ON SCHOOL LUNCHES CITED 


“Dunbar & Co. made a 13-percent profit on hauling surplus food for school 
lunches and institutions in Illinois, Vernon L. Nickell, State superintendent of 
public instruction, told congressional investigators, yesterday. 

“Testifying before a House Government Operations Subcommittee checking 
into reports of excessive charges by Dunbar, Nickell said: 

“‘Just before leaving Springfield I called the auditors working on Dunbar & 
Co. books. They gave me the following information: 

“*Total revenue received by Dunbar * * * amounted to $1,288,000 over ; 
period of 27 months. 


“*The net profit from this operation during the 27 months, after payment of 
Federal income taxes, amounted to approximately $168,000, or 13 percent of 
income.’ 


a 


“Nickell apparently was referring to independent auditors who have been 
studying Dunbar’s records. James W. Dunbar, head of the concern, had refused 
to permit Government auditors to examine his books. 

“Chairman L. H. Fountain, Democrat, of North Carolina, of the subcommittee 
has said an Agricultural Department survey indicated Dunbar & Co. made a 
310-percent profit under a contract awarded by Nickell in 1952, 

“Dunbar, clerk of the Sangamon (Ill.) circuit court, is a reputed contributor to 
Nickell’s political campaigns, Fountain said.” 


[From the Congressional Record, March 21, 1955, pp. A1902—A1903] 
Vas NEWS OF SCANDAL IN HANDLING SurPLus Foop ror Scuoor-LUNCH PROGRAM 
Hetp BAcK To Protect REPUBLICAN CANDIDATES IN ILLINOIS? 


Extension of remarks of Hon. Melvin Price, of Illinois, in the House of 
Representatives, Monday, March 21, 1955 


Mr. Price. Mr. Speaker, under leave to extend my remarks in the Record, 
I include herewith an editorial which appeared in the Collinsville (Ill.) Herald 


on March 16, 1955. The editorial, entitled “Abusing 


Freedom by Neglect,” 
follows: 


“ABUSING FREEDOM BY NEGLECT 


* “Newspapers generally maintain the right of freedom of the press. But those 
who insist upon it most strongly often are the most guilty of violating it. They 
exercise the freedom not to print news which they find unpalatable. 

“Such a situation has arisen in connection with the dealings of Vernon L. 
Nickell, State superintendent of public instruction, with James W. Dunbar, of 
Springfield, in the hauling of Government surplus food to the schools of the 
State. 

“Some 2 months ago the Chicago Sun-Times broke the story about Nickell 
awarding a contract to Dunbar, probate clerk of Sangamon County, and a con- 
tributor to Nickell’s campaign fund, on Dunbar’s terms. The other Chicago 
papers refused to touch the story at that time, and the Chicago Tribune ignored 
it until a week or so ago when the matter was taken up in the Congress at Wash- 


ington. Federal investigators have stated that Dunbar has made enormous 
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profits out of the business, estimated at $600,000 to $800,000, or 310 percent. 
Nickell disputes this percentage of profit, but has announced cancellation ot 
Dunbar’s contract effective April 1. 

“But the most recreant attitude of the Chicago papers now appears to be the 
fact that they were told of this contract and its fraudulent possibilities before 
the election last November. All of them at that time declined to give the affair 
any publicity, presumably for political reasons—the expose would have hurt 
Nickell’s chances for reelection. David Mallett, candidate for State treasurer, 
who was defeated by a majority of less than 1 vote for each Lilinois precinct, 
thinks that the expose would have hurt the Republican candidates enough to 
have assured his election and probably the election of Nickell’s Democratic 
opponent, Mark Peterman. Judging by the present furor about Dunbar, I agree 
with him. The expose of Governor Green’s dealings with coal mine operators 
and Peoria gamblers in 1948 resulted in his defeat by half a million votes while 
Governor Dewey was losing Illinois for President by only around 30,000 votes.” 





ExHIsit 1G 


STATE OF ILLINOIS, 
OFFICE OF THE SUPERINTENDENT OF PUBLIC INSPECTION, 
December 9, 1954. 


Mr. O. F. BEYER, 
Area Field Supervisor, Food Distribution Division, 
Agricultural Marketing Service, Chicago, Jil. 

Dear Mr. Beyer: In keeping with your request to establish a date for an audit 
of our direct distribution program, performed through our distribution outlet, 
Dunbar & Co., please be advised as follows: 

In the very first instance, I believe that the Illinois State Agency is entitled to 
a clear cut statement as to what this audit is to consist of and the reason that 
this additional audit is requested, inasmuch as the General Accounting Office has 
just finished an audit on this program for the State of Illinois. It is our opinion 
that the General Accounting Office should set forth in detail what the audit 
is to consist of and what detailed information they expect. 

The Illinois State Agency will agree to an audit, providing that the audit to 
be conducted will be carried on in strict accordance with the agreement this 
office has with the distribution outlet, Dunbar & Co. As you know the contract 
was approved by the United States Department of Agriculture when the direct 
distribution program was established in the office of public instruction. 

In order that we may have a clear understanding as to the extent of this 
audit, I am quoting in full item 7 of the contract and suggest that the genera! 
accounting office be made aware of the fact that the audit must be in conjunc- 
tion with item 7 of this contract: 

“(7) The outlet will maintain true and accurate records pertaining to the 
recepit and distribution of the commodities. Such records shall be retained by 
the outlet for a period of 3 years and shall be available during such period for in- 
spection by representatives of the State agency or the United States Department 
of Agriculture at a reasonable time or place. The outlet will submit necessary 
reports during the month and a monthly report to the State agency on or before 
the 5th of the month following the monthly period covered by the report. The 
balance on hand must be actual physical count.” 

Due to the fact that Mr. Dunbar is leaving Springfield on the 14th of December 
on other business for the balance of that week, suggested dates in your letter for 
the audit cannot be approved. In addition, due to the Christmas holidays and 
the use of a skelton force through said holidays, we feel that the audit, if it is to 
be conducted, should not take place until after the Ist of January. We wil! 

agree on any date starting January 3, that may be stipulated for this audit. 

In conclusion, I feel it advisable to point out that the contract entered into 
regardng direct distribution in Illinois stipulates that inspection can be made by 
a representative of this office and your office pertaining to the receipts and distri- 
bution of the commodities. It is the opinion of this office, that in keeping with the 
contract, the General Accounting Office has no authority to audit the fiscal setu) 
of any private enterprise. However, in our contract with your office and the 
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contract with the distribution outlet, they most certainly have a right to audit 
insofar as the receipts and distribution are concerned. 
Very truly yours, 


Harotp A. WOLFE, 
Director, School Lunch Program. 


ExHIsit 1H 


REPORT ON SURVEY OF OPERATIONS OF DUNBAR & Co., SPRINGFIELD, ILL., INCIDENT 
TO THE DISTRIBUTION OF SURPLUS COMMODITIES DONATED BY THE DEPARTMENT 
OF AGRICULTURE TO SCHOOLS AND INSTITUTIONS IN ILLINOIS BY UNITED STATES 
GENERAL ACCOUNTING OFFICE, DIVISION OF AUDITS 


GENERAL ACCOUNTING OFFICE, 
DIVISION OF AUDITS, 


Washington. 
Hon. L. H. FounrvaIn, 


Chairman, Intergovernmental Relations Subcommittee 
of the Committee on Government Operations, 
House of Representatives. 


DEAR MR. CHAIRMAN: Pursuant to your request of March 28, 1955, to the Comp- 
troller General, the Division of Audits, General Accounting Office, assigned 
members of its staff to make a survey of the operations of Dunbar & Co., Spring- 
field, ill., incident to the distribution of surplus commodities donated by the 
Department of Agriculture to schools and institutions in Illinois. 

There is transmitted herewith the survey findings, together with exhibits and 
schedules which have been prepared from the books and records. The survey 
did not include a detailed audit of transactions and supporting documents. Dur- 
ing the course of our work, we discussed with the subcommittee’s counsel the 
scope of the survey as well as the procedures we followed and made our work 
papers available to him. 

Sincerely yours, 
O. D. McDoweELL, 
Assistant Director of Audits. 


On June 13, 1952, James W. Dunbar, operating a trucking service, as an indi- 
vidual, entered into an agreement with the superintendent of public instruction 
of the State of Illinois for the distribution of section 6 school-lunch commodi- 
ties and surplus commodities donated by the Department of Agriculture to eligi- 
ble recipients in Illinois. Under the agreement James W. Dunbar was required 
to furnish adequate personnel and proper facilities to receive, handle, store, and 
process the commodities; assume responsibility for any losses or damages to 
commodities incurred during the distribution to recipients; maintain true and 
accurate records pertaining to the receipt and distribution of commodities; and 
exercise care at all times to prevent commodities from being distributed in such 
quantities or manner as to encourage waste, deterioration, or misuse. Charges 
for handling, storage, processing and delivery, and terms of payment were to 
be arranged by Dunbar & Co., and recipient agencies and approved by the super- 
intendent of public instruction. The agreement (exhibit A-6) was terminated by 
Dunbar & Co. as of March 31, 1955. 

In this report, for convenience, we have used the present corporate name of 
Dunbar & Co. when referring to the trucking service and Dunbar Building Co. 
when referring to the building service although the businesses were not incor- 
porated until July 1, 1954. 


ACTIVITIES PRIOR TO THE PERIOD OF THE AGREEMENT 


Mr. James W. Dunbar, as an individual, for a number of years prior to June 
13, 1952, carried on a general and heavy hauling business, also owned and op 
erated or leased to others a gasoline service station, garage, restaurant, and 
warehouse facilities. Data available to us indicated that the revenues from the 
general and heavy hauling business for the period January 1, 1948, through June 
30, 1952 aggregated $461,262. The reported net loss for this period was $11,831 
The net income or loss from the Dunbar Building Co. (service station, garage, 


63116—56 
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restaurant, and warehouse) for periods prior to January 1, 1952, were not de- 
termined. Financial statements showing the assets and liabilities as of Decem- 
ber 31, 1952, made available to us by his accountants indicated that the net book 
value of the 2 business entities approximated $110,000. 


BUSINESS ENTITIES HANDLING COMMODITY DISTRIBUTION 


After entering into the agreement with the State of Illinois, Mr. Dunbar con- 
tinued to operate as an individual until December 31, 1952. During the year 
ended December 31, 1953, the trucking service was operated under a joint-venture 
agreement entered into on January 2, 1953, between James W. Dunbar, owner, and 
Joe A. Dunbar. As consideration for services in assisting in the management, 
Joe A. Dunbar was to receive 3314 percent of the net profits of the business repre- 
sented in part by a drawing of $500 a month. During our survey we noted a 
transaction which from appearances at that time, in effect, changed the profit- 
sharing arrangement for 1953. In April 1954 a check for $11,500, payable to 
Joe A. Dunbar and endorsed by him, was deposited in the bank account of the 
Dunbar Building Co. This transaction was recorded on the records of Dunbar 
& Co. as a charge against the drawing account of Joe A. Dunbar and on the 
records of Dunbar Building Co. it was credited to the capital account of James 
W. Dunbar. Subsequently, in a letter dated April 7, 1955, the firms’ accountants 
have advised us that: 

“After a thorough examination of the facts and several conversations with the 
individuals involved, I am of the opinion that the answer to the matter concern- 
ing the withdrawal of $11,500 from Dunbar & Co. by Joe A. Dunbar and the subse- 
quent deposit of the same check in the Dunbar Building Account is exactly as 
it appears. That is, that Joe A. Dunbar intended to loan that money to James 
W. Dunbar. This transaction occurred on April 5, 1954, and on that date there 
was $3,656.96 cash on deposit by the Dunbar Building Account in the First 
National Bank of Springfield, Ill. Besides the normal first of the month bills 
there was a payment of $932.18 due on the mortgage note on the real estate on 
April 8. Since James W. Dunbar desired to purchase a piece of property at a 
cost of $11,500 and since he did not have that amount of cash in his building 
account he borrowed the money from Joe A. Dunbar. 

“Since your visit, James W. Dunbar has signed a note payable to Joe A. Dunbar 
for the indicated amount. This was done to make clear to all concerned exactly 
their intentions.” 

As of January 1, 1954, James W. Dunbar, Jr., entered the joint-venture ar- 
rangement; however, a formal agreement covering the new arrangement was 
not prepared. The net profits for the 6-month period ended June 30, 1954, were 
prorated as follows: James W. Dunbar, 55 percent; Joe A. Dunbar, 25 percent; 
and James W. Dunbar, Jr., 20 percent. 

On July 1, 1954, Dunbar & Co., a Delaware corporation, was organized with an 
authorized capital stock of 30,000 shares with a par value of $10 each. On 
August 19, 1954, before entries giving effect to the incorporation were made on 
the records and ledgers, the amount of capital stock to be outstanding was reduced 
from $100,000 to $60,000. The corporation is authorized “* * * to carry on a 
general trucking, contracting, transfer, and hauling business by means of trucks, 
trailers, automobiles, or other motor power, with and by which to handle, trans- 
fer, transport, convey, and haul any and all materials * * *.”. The Delaware 
corporation acquired most of the assets and assumed the liabilities of the truck- 
ing service operated by James W. Dunbar under the joint-venture arrangement. 
The individuals participating in the joint-venture received capital stock and notes 
bearing 5 percent interest of the Delaware corporation for their interest after 
the withdrawal of certain assets and cash, as follows: 


Notes pay- 





Capital 
r able due 
stock July 1, 1959 
James W. Dunbar, president --_-- J ih ‘ ‘a ; a io $58, 200 $26, 000 
Joe A. Dunbar, vice president : * 600 17, 000 


James W. Dunbar, Jr., secretary-treasurer phe Gd Sw itn dike dale fas what! 41 600 11, 000 


RE a eans aed 60, 000 | 54, 000 


~ => -> 


A w«*£ 
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The business entity which among other things operated the warehouse build- 
ing, office building, and truck yard used in the distribution of commodities was 
operated as an individual proprietorship until July 2, 1954, when it was incor- 
porated as Dunbar Building Co., a Delaware corporation. 


DISTRIBUTION OF SURPLUS COMMODITIES 


The initial distribution of surplus commodities to recipients in Illinois was 
made in October 1952. Equipment owned by Dunbar & Co. at the time of our 
survey and reported to be used for the distribution of commodities, most of which 
was acquired 3 to 10 months subsequent to the signing of the agreement, included 
10 tractors, 14 trailers, 7 straight trucks, and 4 pickup and panel trucks; 11 of 
the trailers and trucks were equipped with refrigeration units. 

For the purpose of commodity distribution the State was divided into four 
areas. Dunbar & Co. serviced the central Illinois area covering 70 counties. 
Part of the distribution in the central Illinois area was subcontracted to Floyd 
Brake, G. B. Sammons, and Van Howell, owners of tractors, which hauled 
Dunbar & Co. trailers, to make delivery to recipients. Distribution in the other 
three areas by subcontractors was as follows: 

Cook and Lake Counties: Senate Cartage Co., Inc., Chicago, III. 

Northern Illinois (14 counties) : Fangrat Trucking, Chicago, II. 

Southern Illinois (16 counties) : W. E. Womick, Anna, II. 

All subcontractors were paid by Dunbar & Co. a flat rate per hundred pounds 
(net) for commodities delivered to recipients. Dunbar & Co. made billings to 
and collected the charges from all recipients for distribution accomplished. For 
rates charged to recipients, see exhibit A-7. Distribution by subcontractors 
through February 28, 1955, is summarized below. 


| 
Subcontractor | Pounds (net) Amount 


Senate Cartage Co., Inc 10, 444, 579 | $94, 621 
Fangrat Trucking 3, 296, 574 34, 059 
W. E. Womick 3, 446, 035 37, 355 


Floyd Brake 1, 588, 5 13, 651 
: - 


G. B. Sammons 2, 163, 253 | 22, 620 
Van Howell--- 149, 256 1, 048 


Total subcontractor 21, 088, 288 | 203, 354 
Dunbar & Co__. 20, 338 


Total distribution 41, 427, 27 


RESULTS OF OPERATIONS 


The statement of income and expenses (exhibit A3) shows the results of opera- 
tions for period from July 1, 1952 to February 28, 1955. Although the distribu- 
tion of commodities did not start until October 1952, the results of operation 
from July 1, 1952, have been included because certain expenses under the agree- 
ment were incurred prior to October. The results of operations for March 1955 
were not available at the time of our survey. The following is a summary of 
income and expenses for the 32-month period ended February 28, 1955: 


Revenue from distribution of commodities____-_ cick aS Sac _. $1, 367, 766 
Other trucking revenue 253, 809 
Ori caine susie eierinisatcinelace . ssf Sa agitaesid oie cin 4, 420 
1, 625, 995 
1, 239, 396 


Net income (before Federal income tax) - ceacpavcsneuiel 386, 599 


Revenues from the various activities were segregated in the accounts but the 
expenses for all activities were combined. Consequently, the records do not 
show the results of operations for the distribution of commodities and other 
activities separately. Under these circumstances we did not make a determina- 
tion of the net earnings under the distribution agreement. A determination 
which could be considered fair and reasonable would require a substantial amount 
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of time and expense to ascertain the amount of ordinary and necessary expenses 
applicable to the distribution of commodities. 

The following major factors should be considered in the making of any estt- 
mates as to the amount of net earnings before income taxes from the distribution 
of commodities under the agreement. 

1. The general and heavy hauling activities resulted in a reported net loss of 
$11,831 for the 444 years ended June 30, 1952. Inasmuch as the volume of this 
type of business declined slightly during the period of the agreement, there is 
little, if any, basis for concluding that much of the overall earnings were derived 
from this phase of the business. 

2. Recorded expenses for office salaries: general, administrative, und office 
expense; Selling, traveling, entertainment, and advertising; and employees’ ex- 
pense include charges which should not be considered as ordinary and necessary 
expenses applicable to the distribution of commodities. 

3. Rent paid Dunbar Building Co. for warehouse and office facilities was in- 
creased on July 1, 1954, from $600 per month to $2,000 per month although the 
the space occupied and other facilities used were unchanged. 

4. The recorded expenses for the period prior to incorporation on July 1, 1954, 
do not include salaries for the services of James W. Dunbar, Joe A. Dunbar, and 
James W. Dunbar, Jr. Their corporate salaries for the 8 months ended Febru- 
ary 28, 1955, were $13,200. 

SCOPE OF SURVEY 


The exhibits and schedules accompanying this report are listed in the table 
of contents following the letter of transmittal, The information and data on 
the exhibits and schedules were compiled from the available books and records. 
Our survey of the operations did not include a detailed audit of transactions 
and supporting documents. We made use of audit reports furnished by certified 
public accountants employed by James W. Dunbar, and we reviewed copies 
of Federal income tax returns filed for the joint venture and by the individuals 
concerned for the years in which they participated in the earnings up to July 1, 
1954, date of incorporation as a Delaware corporation. Our survey also extended 
to the operations of Dunbar Building Co., because the warehouse building, office 
building, and the truck yard owned by the Dunbar Building Co., formed an 
integral part of the distributive operations. 
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EXHIBITS AND SCHEDULES 


Exutsir A-1 


DUNBAR & Co. (TRUCKING SERVICE) 


Statement of assets and liabilities at selected dates, June 30, 1952, through 
Feb. 28, 1955 


ASSETS 


Current assets: 
Cash 
Accounts receivable 
Notes receivable 
Tires, tubes, and supplies 
Due from Dunbar Building Co 


Total current assets 


Trucks, automobiles, office and 
other equipment: 
Revenue equipment 
Automobiles 
Office equipment 


Other equipment 


Total..... 
Less accumulated de »preciation 


Net book value-. _- ane 

Investment in Pacific Mining In- 
dustries, Inc 

Deferred charges and sundry assets 


Total assets 
LIABILITIES AND CAPITAL 


Liabilities: 
Notes payable to banks 
Equipment purchase contracts 
Accounts payable 
Bonus payable to employees... 
Accrued interest and taxes_--.- 





Total liabilities 


Capital: 
James W. Dunbar: 
Capital and drawing ac- 
Note payable 
Joe A. Dunbar: 


Capital and drawing ac- 


Note payable 
James W. Dunbar, Jr.: 
Capital and drawing ac- 


Note payable 


Capital stock, authorized 10,000 | 


shares, par value $10 each: 
Issued and outstanding 6,000 
shares 


Surplus (net profit for pe riod | 


July 1, 1954, to Feb. 28, 
1955, before Federal income 


Total capital 


Total capital and liabilities. 


| James W. 








Dunbar (an | 


individual) 


June 30, 


—$41,344.89 | $2 
| 33, 057. 04 | 
7, 000. 00 | 


6, 767. 57 
7, 000. 00 | 
2, 087, 97 


—2, 489. 35 | | 


85, 599. 31 
4, 625. 24 
1, 898. 


— | 


92, 123. 16 |1 





35, 594. 42 | 


1, 050. 92 


‘I, 155.9 99 | 


13, 500. 00 
"3, 870. 33 
908. 89 


18, 279. 22 





Dee. 31, 


7,431. 98 


1, 259. 67 


68, 748 


95, 456. 36 | 


8, 805. ¢ 
9, 357. Of 


13, 619. 5f 
46, 572. 


67, 046. 6 





| 62, 419 


—7, 1. 23. 23 | “62, 419 66 


“iL, 155. 99 


139, 008. 52 


| Dee. 31, 


$53, 772. 01 


7. 85 


5. 83 


* 115. 42 


178, 795. 10 
73, 753. 86 


1105, 041. 24 


8, 279. 50 


241, 818. 59 


20, 658. 00 
19, 688. 93 


6, 746. 87 





34, 508. 56 


146, 724. 79 


241, 818. 59 


Dunbar & Co. (a 
joint venture) 


74, 725. 84 | 





13, 000. 00 | 


95, 093. 80 


June 30, 
1954 


| 
a 
| 


1$59, 995. 46 


32, 523. 02 


| Dunbar & Co. (a De 1]- 


aware corporation) 


July 1, 
1954 


$22, 209. 74 
32, 523. 02 


"5, 670. 84 |-- 


l 98, 189. 32 | 


“| 

| 

yey 
1150, 732. 34 
M 674. 51 
262. 32 


7115. 42 | 


a 


183, 784. 59 | 
| 86, 867. 15 | 


| 96, 917. 44 
| 


3 932. 5 56 


155, 


35, 000. 00 | 


13, 147. 74 | 
16, 472. 48 | 
10, 000. 00 | 
1, 962. 54 | 


“41, 582. 76 6 | 


| 


1122, 077. 40 | 


24, 129. 30 | 





16, 249. 86 


| 
| 
| 
} 


162, 456. 5 6 


204, 039. 32 


54, 732. 76 


150, 732. 34 
17, 674. 51 
8, 262. 32 
7, 115. 42 
}183, 784. 59 
86, 867. 15 


96, 6, 917. 44 


"3, 932. 56 


582. 76 


13, 147.74 | __ 


16, 472. 48 
10, 000. 00 


1, 962. 54 | 


41, 582. 76 | 


26, 000. 00 
| 17,000.00 
..| 11, 000. 00 


| 60, 000. 00 


114, 000. 00 


155, 


582. 76 


| 





$118, 275. 98 
36, 178. 98 


154, 454. 96 


148, 764. 00 
11, 256. 85 
7] 58: 5. 76 
7, 395. 49 

176, 002. 10 


97, 565. 22 


78, 436. 88 





3,133. 96 


2, 619. 29 


13, 992. 05 


9, 000. 00 
9, 500. 00 


60, 000. 00 


| 115, 983. 20 


220, 483 20 


234, 475. 25 
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Exuisit A-2 


Statement of individual and joint-venture capital accounts June 30, 1952, to 
June 30, 1954, and equities in the Delaware corporation as of July 1, 1954 


























James W.| Joe A. | James W. Total 
| Dunbar Dunbar |Dunbar, Jr.) 
anstyitiienneiingieninsiiiiteaeniaaeaaantapini ae | ' es slimes iaastiitacinetis 
Balance June 30, 1952... SRE ocd oe cst an | —$7, 123. 23 
Net profit for 6 months July 1, 1952, to Dec. 31, 1952_| 15, 793.34 |___- - |} 15, 793. 34 
Capital contributed, principally from Dunbar | | 
building account, in excess of drawings. --_- ...| 53, 749. 55 | 53, 749. 55 
Balance Dec. 31, 1952_....- intel el. Cs _..| 62, 419. 66 
Net profit for the year ended Dec. 31, ees se | 89,215.13 | $44,607.56 |.......--- 133, 822. 69 
NES cect oceania tid soGetcisbc bce ais -----| 151, 634. 79 | 44,607. 56 -iebauaeen 196, 242. 35 
Deduct: 
Drawings for advance Ree on Federal | | 
income taxes... ............... Saiwecture ats 16,261.16 | 3,750.00 — 20, 011. 16 
Other personal drawings____....___.----.- -| 8,183.23 6, 349. 00 | 24,532.23 
Expenditures for Dunbar building account | |. 
NE nate crcitn me cenbewens . ietint| SAL | ndncemnnne | ackeonsh ae ae 
+ eee eee oe alec _ 39, 418. 56 | 10, 099. 00 | ‘ — 49, 517. 56 
Balance Dee. 31, 1953......--- __.| 112, 216.23 | 34,508.56 |...._-__| 146,724. 79 
Net profit for 6 months ended June 30, 1954....._-_-| 66, 549. 61 | 30, 249. 83 | $24,199.86 | 120,999. 30 
Individual owned automobile transferred for busi- | | | 
ness use, less withdrawal of automobile for per- | 
WE titer cttntha onp-cue a Shank als Belwdien pumieten | 2, 604. 36 | 2, 604. 36 
COs. ci vonubiebodes, wins kinked 1s, 370. 2 64, 758. 39 4, 199, 86 | 270, 328. 45 
Deduct: | "| 
Drawings for advance payments on Federal in- | 
COND Ri 4. hE 5 kth cn didn dna aneden .---| 56, 429. 50 17, 567.44 | 4,900.00 | 78, 896.94 
Other personal drawings- --.__- 2,863.30 | 11, 561.65 3, 050. 00 17, 474. 95 
Drawing and transfer to Dunbar building ac- | 
count, deposited to credit of James W. Dun- | | | 
bar, capital account....................------ Susncadceeeh BAMA [.nn--c0-c<1: SOD 
Ne shail Ute n aan caneniean 40, 629.00 | 7,950.00 | 107, 871.89 








Balance June 30, 1954_____ __ 24, 129.30 "16, 249.86 | 162, 456. 56 
Deduct withdrawals incident to incorporation as a | | 
Delaware corporation: 





Investment in Pacific Mining Industries, Inc 5, 000.00 |_. et i ee Se 5, 000. 00 
Amount due from Dunbar building account __- 5, 670. 84 |__- J ‘ al 5, 670. 84 
+ SS b iicthhb\sibicns Mitieb ae atte ..---| 26, 606. 56 6,529.30 | 4,649.86 37, 785. 72 

gi eee s cilssalis ot, til Dh ake tdnccteandet 6, 529. 30 4, 649. 86 | 48, 456 56 





84, 800. 00 WY, 600. 00: UM, , 600. 00 114, 000. 00 


Used to acquire capital stock and notes of Dunbar | | | 
& Co., a Delaware eenenenens es as of July 1, 1954: | | | 
Cz pit: ul stock : f aa __...| 58. 800.00 600. 00 600. 00 60, 000. 00 


Notes due July 1, 1959-..----------------...-.-| 26,000.00 | 17,000.00 | 11,000.00 | 54, 000. 00 








EAE Botts nen nxpepiabonudiaws ewan veaeeel 84, 800. 00 17, 600. 00 11, 600. 00 114, 000. 00 





Ine 


a ag eee a 
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ExHIBIT A-3 


Statement of income and expenses, July 1, 1952, to Feb. 28, 1955 


| ! 
6 months Year ended Dec. 31 | 2 months 
July 1 to __| January 


I 
| 
| 
| a —_ eae 
| 


Dee. 31, | and Feb- 
1952 1953 1954 | ruary 1955 


Income: 
Revenue from distribution of ete | 
modities_.............-.-.-.-------.-|$127, 230. 13 |$493, 657.12 |$667, 505. $79, 373. 52 |$1,367,766.21 
Other trucking revenue.___- 27, 459. 17 99, 793. | 119, 606. ¢ 6, 950. | 253, 808. 95 
Gain or loss on disposition ¢ 
assets and other income 2,091.30 | 1,984.62 |} 45. 25 —120.98 | 4, 420.19 


Total income | 156, 780.60 | 595, 435. 787, 577. 0: 86, 202. 5 th, 625, 995. 35 


Expenses: 
Salaries: 


Officers (since July 1, 195 54) - 
Employees’ expense 
Subcontract hauling __--_- 
Warehousing and cold storage. - 
Truck maintenance 
Gas and oil 
Tire expense A 
Licenses ai 502. 5, 221. 2, 199. § 
Repairs, maintenance and supplie ae 2, 310. ; .42 | 5,574.96 
Insurance - - - -- : : 3, 024. , 289. ! 24, 084. § 
- ; i , 094. | 

Depreciation - we 8, 161. 30, 851, | 39, 42 
General, administrative and office 

expense : : 
Selling, traveling, “entertainment and 

advertising -_ _- ‘ ), 332. 7 24, 879. 0¢ 26, 909. 3, ‘ 
Telephone-__--- , 42 5, 289. 5, 695. 65 849. 6 
7 a 29% 719. , 490. 48 266, 
Taxes, payroll and person: ul prope rty- , 267. § 3, 70: 5, 447. 23 , 097 
Donations aca 5 447.00 235. 00 10 
Bad debts, net of recoveries , 768. 68 3, 5 9 | , 343. 86 15 
Interest ee pees 55 231.25 | 2,002.04 700. 92 


, 181. 


Total expenses -- : , 987. 26 51, 612.49 | 562, 153.14 74, 643. 95 


Net income (before Federal income | 
15, 793. 34 | 133, 822.69 | 225, 423. 89 11, 558 


Note.—Dunbar & Co. (trucking service) operated as an individual proprietorship from July 1, 1 
Dee. 31, 1952, as a joint venture from Jan. 1, 1953, to June 30, 1954, and since July 1, I 
corporation. 
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Exuripit A-4 





COMMODITIES 





Statement of income and expenses, Jan. 1, 1948, to June 30, 1952 


Income: 
General hauling 
Low boy-.-- 
Winch_-...- 
Leased truck 
Labor 
Tractor 
Construction, pipeline 
Gain or loss on disposition of 
fixed assets and other income 


Total income. ....---.-- 


Expenses: 
Salaries: 
Drivers. ...--- 7 
Office__--.. 
Employees’ expense 
Truck maintenance aitiot ated 
Gas and oil_-- ee ee 
Tire expense 
Licenses : 
Repairs, maintenance, and sup- 
plies snake deat 
Insurance 4 
Rent is 
Depreciation niente 
Selling, travel, entertainment, 
and advertising oie 
General administrative and of- 
fice expense 
Telephone. -.-- sclnicrcsenicnkaia cis th 
Utilities ; 
Taxes—payroll and _ personal 
property - sibnmeewoce 
Donations mee 
Bad debts—net of recoveries - - 
Interest 


Total expenses decisis teas 


Net loss (—income) (before 
Federal income taxes) 





' Detail not available. 


Year ended Dec. 31— 


) (1) 
Q) () 
Q) (') 
(1) (') 
(') (@) 
0) (') 
() () 
(4) 1) 
$100, 381. 25) $122, 273. 49 





23, 731. 43 


29, 793. 38 


3,960.00] 7,331. 84! 
800. 00 80. 00}. . 
8,091.93] 17,378.86 
15, 837. 67| 17, 798. 07| 
6,077.20] 3, 698.12 
2,143.81] 3,347 50 
674. 21 776. 49 
6, 530.79] 5, 120. 57 
; 140. 00 


16, 035. 19 


7, 653. 77 9, 392. 70 


3,115.41] 4, 466. 63 

1,965.78} 1,942. 62 
245, 92 286. 29) 
588.35] 1, 020.35 
195. 00].......--- 


. —93. 26 
1, 869. 59 2, 169. 23 


98, 958. 53) 120, 734. 58 
: pene 
—1, 422.72} —1, 538. 91 












1, 304. 57 


116, 097. 76 


25, 699. 72 
7, 979. 00 


13, 488. 61 
18, 947. 49 
3, 462. 75 
2, 806. 13] 


1, 539. 33 
4, 040, 75 
2°0. 00] 
13, 881. 67| 


8, 577. 29 


9, 208. 43} 
” 

*” 392. 56 

836. 86 

75. 00 

719. 79} 

2, 240. 70} 


116, 328. 85) 


231. 09 





6 months, 

Jan. 1 to 

June 30, 
1952 


Total 


1951 





$6, 406. 50) $1, 212. 75 (1) 
25, 272. 21] 13, 913. 60 (‘) 
1, 481.99} 1,210.25 (1) 


33, 476. 33 —96. 00 (') 
3,338.43] 2,001.95 (1) 
5,928.15] 3, 930. 76 1) 

24, 550. 00}... ---- (1) 
—348, 92 231. 61 (') 


22, 404. 92}$461, 262. 11 


100, 104. 69 


17, 525.11] 5, 740.24] 102, 489. 88 
9, 07. 64) 2, 568.62] 31, 647.10 
4, 051. 66 83. 40 5, 015. 06 

16, 156.40} 2,518.48] 57, 634. 28 
9, 519.95] 2,£09.87] 64, 913. 05 


4, 423. 23 888.84] 18, 550.14 
2, 422. 13 776. 70} 11, 496. 27 


4, 681. 27 
21, 788. 47 
1, 015. 00 
70, 215. 65 


1,335.56] 355. 68 
4,779.18] 1,317.18 
385.00} 210. 00 
17,393.88] 7,377.24 
9, 555.79] 2,288.78] 37, 468.33 
2,834.69} 449. 46 
2,339.31] 1,185.27 
259.73] | 179.14 


20, 074. 62 
9, 555. 75 


1, 293. 64 


1,314. 04 288. 07 4, 047. 67 
750. 00 130. 00 1, 250. 00 
12. 50 103. 77 742. 80 


2, 172. 97 761.79) 9,214. 28 


30, 032. 53 





473, 093. 26 


107, 038. 77 


6, 934. 08 





7, 627. a 11, 831,15 
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Exuisit A-5 


Statement of income and expenses for selected months 


Ineome: 
Distribution of surplus commodities--___.........-- 


Hauling for U. S. Department of ancanineanee 
Lowboy hauling 

Winch and boom pole 5 anal 
IRONED SEO occ ewe dinsednWddswenducsed 
pO ae 
General hauling ....-------______- 
Miscellaneous revenucs..___...------- 


A a ee 


penses: 
Payroll; drivers... __- 
Payroll, office 
Payroll, others ae 
Payroll, officers_.......--- 
Truck expen: 
General administrative expense- 
Travel, selling, entertainment and adv ertising 
Repairs, maintenance and supplies 


Re nt 
Gas and oil expenses_.- 


Warehouse expense, handling and storage.._.__- 


8 ii ion cddnmcodvonsé 


bend 


Telephone expense___-___- 

WR datides cobcedeu s ie 
SO hg 6 hh iss ot tank 
Employees’ expense. es 

Depreciation. ._____. 

Donations eh 

License expense 

Taxes, payroll and other__........-- cabelas 
Interest 


hy oils i i Rdab wchtnndutentictowes 
Profit (—loss) 





May 1952 


1, 349. 30 
39. 04 
476. 62 
170. 40 


"35. 00 
17 | 


228. 13 
11. 26 
309. 83 
38. 40 | 

1, 097. 42 


October 1953 


$53, 088. 57 
5, 789. 10 

1, 925. 55 
52. 50 

369. 75 
217. 63 

— 168. 75 

7. 50 


61, 281. 85 


3, 946. 98 
688. 62 


1, 363. 66 
524. 51 

2, 169. 13 
2, 225. 96 
. 48 

1, 234. 04 
2, 804. 07 
18, 636. 54 
339. 05 


509. 35 
66. 99 
335. 30 
844. 48 
2, 889. 71 
40. 00 


107. 58 |... 


80. 27 
60. 05 


6, 613. 86 


—1, 229. 57 





332. 49 
60. 00 


47, 257. 61 


14, 024. 24 


| 
November 
| 1954 


. 30 

541. 20 
7. 26 

. 00 

, 363, 26 
1, 587.00 
573. 53 


112, 936. 55 





9, 875. 49 
3, 350. 00 
704. 

1, 650. 

2, 267. 3! 

1, 518. 5! 

3, 421. 
358. 6 
224. 

2, 195. 

3, 858. 

19, 784. 

2, 840. 
132. 
493. 
201. 

1, 221 








496 DISTRIBUTION OF SURPLUS COMMODITIES 


Exureirr A-6 


STATE OF ILLINOIS 
Vernon L, Nickell, Superintendent of Public Instruction 
SPRINGFIELD, ILL. 


AGREEMENT WITH THE SUPERINTENDENT OF PUBLIC INSTRUCTION AND CERTIFIED 
DISTRIBUTION OUTLET FOR STORAGE AND DISTRIBUTION OF COMMODITIES FUR- 
NISHED BY THE UNITED STATES DEPARTMENT OF AGRICULTURE 


The Dunbar & Co., 240 No. U. S. 66 Bypass, Springfield, Sangamon County, 
Illinois, hereinafter referred to as the Outlet hereby makes application on behalf 
of itself to act as distributor for commodities, donated to the Superintendent of 
Public Instruction hereinafter referred to as the State Agency. 

The Outlet agrees to accept the responsibility for the distribution of any 
commodity donated to the State Agency and to provide or cause to be provided 
proper facilities and arrangements for the acceptance and distribution of such 
commodities in accordance with the following minimum terms and require- 
ments: 

(1) The designated outlet representative shall be charged with the responsi- 
bility for the proper management and control of all activities pertaining to the 
distribution of commodities. He shall be authorized to sign (on behalf of the 
Outlet) receipts for commodities received from U. S. D. A. and to sign all re- 
ports and documents made necessary in the distribution of commodities to 
eligible Agencies. 

(2) To confine distribution of commodities received for the Agency to per- 
sons, groups, agencies, or other recipients determined to be eligible in accord- 
ance with instructions issued by the State Agency. Such distribution shall not 
be in excess of the maximum rates of distribution established by the State 
Agency, unless otherwise authorized in writing. 

(3) That care will be exercised at all times to prevent U. 8. D. A. Commodities 
from being distributed in such quantities or manner as to encourage waste, 
deterioration or misuse. 

(4) To furnish adequate personnel and proper facilities to receive, handle, 
store, and process commodities received from U. 8S. D. A. according to require- 
ments furnished by the Agency. 

(5) That representatives of the Agency may make inspection at any reasonable 
time of the commodities in storage or of the facilities or warehouses used in the 
handling or storage and processing of commodities. 

(6) To assume full responsibility for demurrage or any other charges which 
may accrue after a car has been placed for unloading by the delivering carrier 
at the point of destination in Delivery Order for Donated Commodities, or if 
such placement is prevented by a cause attributable to the Outlet. 

(7) The Outlet will maintain true and accurate records pertaining to the 
receipt and distribution of the commodities. Such records shall be retained by 
the Outlet for a period of three (3) years and shall be available during such 
period for inspection by representatives of the State Agency or the United States 
Department of Agriculture at a reasonable time or place. The Outlet will submit 
necessary reports during the month and a monthly report to the State Agency 
on or before the 5th of the month following the monthly period covered by the 
report. The balance on hand must be actual physical count. 

(8) The Outlet agrees to return certain containers to their Outlet according 
to instructions furnished them by the State Agency. The containers to be 
returned will be indicated on Delivery Report for Donated Commodities. Said 
outlet will be obligated to see that all bushel baskets, burlap bags, drums, and 
barrels are returned to their outlet each month and the State Agency notified 
of the quantity on hand. The portion of the agreement is mandatory; funds 
derived from the sale of these containers provide operating expenses for the 
State Agency. 

(9) The Outlet further agrees to investigate promptly all complaints received 
in connection with the distribution of commodities and to correct any irregu- 
larities disclosed, reporting promptly to the State Agency in each instance. 

(10) The outlet also agrees to make distribution to all eligible categories at 
points furnished the Outlet by the recipient agencies and agreed upon. Charges 
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for handling, storage, processing and delivery and terms of payment are to be 
arranged by the Outlet and recipient agencies and approved by the State Agency. 
(11) The Outlet agrees to assume the responsibility for any losses or damage 
to commodities incurred during the distribution to recipients or for the diversion 
of commodities to ineligible recipients and will reimburse the State Agency, upon 
receipt of a statement indicating the established value of the commodity involved. 
(12) The State Agency or the Outlet may terminate this agreement by giving 
thirty (30) days’ notice in writing to the other party. The State Agency may 
cancel this agreement immediately upon receipt of evidence that the terms and 
conditions thereof have not been fully complied with by the Outlet. Subject to 
such notice of termination or cancellation of the agreement, the Outlet agrees to 
comply with the instructions of the State Agency, to elect either A or B which 
follows as a method of settlement. 
(a) distribute all remaining inventories of U. S. D. A. commodities in 
accordance with the provisions of this agreement. 
(b) agree that the U. S. D. A. Commodities shall be released to the State 
Agency with no expense involved. 
I hereby certify that I have carefully read the contents of the agreement and 
the conditions therein and accept all obligations as contained therein. 
DuNBAR & Co., 


By JaMes W. Dunsar, President. 
JUNE 13, 1952. 


Approved : 


SUPERINTENDENT OF PUBLIC INSTRUCTION, 
By VERNON L. NICKELL, 


Superintendent of Public Instruction. 
JUNE 13, 1952. 


Exursit A-7 


Unit rates charged recipients 


[Furnished by Agricultural Marketing Service, USDA] 


Reductions in rates 


| Charge 
. bee | to recip- 
Commodity | ient per | Re- 
unit | duced Effective 
'¢ 
from 


Grapefruit sections | Case (24 No. 2 cans) 
Orange juice, concentrated ‘ase (12 46-ounce cans) 
FORMER cn ngnnni Jase (6 No. 10 cans) 
Peas... do 
Peanut butter | do 
Tomatoes. - | do 
Do ; ‘ase (24 No. 24% cans) 
Tomato paste. Case (6 No. 10 cans) 
Beans, dried | Bag (100 pounds) 2. 75 September 1953. 
Beef and gravy. Case (24 30-ounce cans) . 3 | January 1954. 
Butter: 
Bulk... | Cube (64 pounds) . 8 3.52 | September 1953. 
Print. . Case (32 1-pound prints) ; | Do. 
Cheese, natural Cheddar Cube (70 pounds) : 
Cranberry sauce Case (6 No. 10 cans) 
Hamburger, frozen | Case (55 pounds) 
Honey. -. | Case (6 5-pound cans) 
Os « ac Case (12 5-pound cans) 
Milk: . 
Dried Case (6 444-pound packages) | | January 1954. 
Do.. Case (12 4%-pounca packages) : ; Do. 
Oil, salad _. ; Case (6 1-gallon cans) 
Shortening. ca Case (12 3-pound cans) 
Turkeys, frozen | Case (96 pounds average) - 
Cheese, processed - Case (6 5-pound loaves) 
Figs : Case (6 No. 10 cans) 
Potatoes. .... Bag (100 pounds) 
Fruit, dried _. Case (25 pounds) .- 
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SCHEDULE A-1 


Payroll summary, Jan. 1, 1952, to Feb. 28, 1955 


Jan. 1, 1955, 
1952 1953 1954 to Feb. 28, Total 
1955 


Supervisors: 
John J. Brennan, general manager 
(employed Dec. 17-Dec. 31, 1952; 
commnee to payroll May 16, 1953): 





i itcdneennbcheonsnaiibabasionaned $101.09 | $3,750.00 | $6,000.00 | $1,250.00 | $11, 101.09 
inte attlen cee ic Bolas Stat eranne 500. 00 SLT To enue aacdne 8, 500. 00 
Max Landesman, Chicago office mana- 
ger (Sept. 1-Nov. 30 , 1952): Salary. - DAP CO Bid otek c dbnkshiistecscit tidbiabvedsedas 2, 400. 00 
Gerald Boblitt, warehouse and vehicle 
su erintendent: 
Ws a acsaeceh tibbalbaaobed 4, 005. 47 5, 276. 40 5, 200. 00 1, 087. 50 15, 569. 37 
hn skeh-nignnban tah cnitiinsrobbidinatidadusdes 2, 000. 00 $900.00 ba cvecececcics 7, 000. 00 
Herachel Stephen Bradley, cupeteher: 
eR hae. 3, 370. 43 4, 286. 64 5, 064. 44 1, 087. 50 13, 809. 01 
Bs Sak ctuk he semitsiic) ils aaseeebaweess 2, 000. 00 B OUO.SO fil... da 5, 500. 00 
John L. Stuckey, office manager and 
gaeknenper (employed November 
Be 
I on Mi cla, Cage nena eieie aes 744. 20 5, 100. 00 5, 100. 00 1, 062. 50 12, 006. 70 
dis cench peisbatihidtitasnkideetaswcasead 2, 000. 00 oe eee 7, 000. 00 


Bernard A. Sulski, Chicago office man- 
ager (started February 1953): 
— snpinnmd manawakaap asad deaths eel al 3 
8 EAE Di Radiat heist nons 2 
Jay L. "Childs, allocation and general 
—_ clerk (started Jan. 4, 1954): 


Joe A. Dunbar (employed July 1, 1952; 
after Jan. 1, 1953, member of joint 
venture or corporate officer): 8 --| 2,620.85 
Total supervisory eeiinndtin ------| 13,242.04 | 30,763.04 | 53,201.04 6, 562. 50 103, 768. 62 
OR I os icisinatamcnnsccsnscuss 42,275.42 | 86,372.26 | 118,255.31 | 10,737.01 | 257,640.00 


Total payroll................-..-.---| 55, 517.46 | 117,135.30 | 171,456.35 | 17, 299. 51 | 361, 408. 62 


NoTE.—1953 bonus paid Dec. 22, 1953; 1954 bonus paid Jan. 22, 1954, and Mar. 8, 1954. 
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ScHEDULE A-2 


Payrolls for selected months 


November 
May 1952 October 1953 1954 


Supervisors: 
Gerald Bobiitt ; $510. 00 
Herschel Bradley. ........-.. ns Jusdineia Rehm ie ebiemmiieian . 0 357. 22 
John J. Brennan ; 500. 00 
Bernard A. Sulski . 350. 00 
John L. Stuckey 425. 00 

Repairmen: 
=" J. Lee 

Offi 


. L. Kens 
. M. Freimuth 
7 |. ae 


RE conndanntwasce BL cubed seh cuimnaaoeneese oi 








i Kinind die aidict nde Gipedietteab ign geaakibeigen aman Se ceeedeady - 
B. D. Anderson._- ye 
I a di catcmienmsinenievcsaih decaighnnagitnnla 





Elroy McBride. --- 
eg Lk Cn adicedaematanion 
oO?  . ee 
Patrick Bartley_..--..._--- 
Warren Simpson 

C. K. Adams 

Ea encksacekuses cn tonc 
ee eee 
G. A. Newell. ..---_. 

(eS =e 

J. M. Sharp 

J. F. Morans 

D. J. Merrell. ---- 

L. Thomas gia cu wiseaeae 
ce GR aca nawien 

J. L. Johnson__-.-__.- 

en REE <b cnrn on 

L. H. Walbert----__- 

C, F. Bates 

A. Mitts 

I. Stanley 

D. C. Brandle- 

J.C. Broadway 

J. B. Duffy ee 

F. P. Robertson. . 

J. D. Washburn. -. 

F. Labin- 

Waa, bees. ....-.. 

R. G. Branham 

"T. #; ae .....- 





T. A. Carner 

J. H. Kimper 

L. L. Lehmann 

Oo rt ca sca es ti 

P. J. Petersen. - -_. 

J. E. Powell 

es I 5 co ncintnes 

R. E. Stover 

M. D. Witt 

F. W. Parker 

iis Matas a nddducxeiny : 
Others: 

J. O. Singer__..-- 

R. F. Woolen 

P. Antonacci 

W. E. Duvees 

P. C, Molohan 

8. F. Hutchins 


2, 289. 62 
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SCHEDULE A-3 


Subcontractor-hauling, July 1, 1952—Feb. 28, 1955 








Amount Rate per 
eS. _———|__—= hundred- 
| Dollars | Pounds | * eight 
G. B. Sammons, Hillsboro, IL: | 
Tractor only, hauled Dunbar | 1952 | $6, 639. 88 979,378 | $0.675 | 
trailers. | 1953 14, 124.83 | 1, 183, 875 | .675 | Jan. 1-June 30, 1953. 
| | .925 | July 1-Dec. 31, 1953. 
Payments to Robbie’s Service | 1952 eee 3. eS 7° 2s See Em 
Station for gasoline deducted | 1953 WVEE kcdwccceuauan sas 
from payments to Sammons. | | 
Floyd Brake, Springfield, I1.: | 
Tractor only, hauled Dunbar | 1953 5, 823.19 | 748, 037 | .675 | Jan. 1-June 30, 1953. 
trailers. | | .875 | July 1-Dee. 31, 1953. 


1954 | 7, 827. 35 1 840, 554 
W. E. Womick, Anna, II1.: | 
1952 | 3, 755. 86 375, 586 
1953 12, 440.70 | 1,109, 514 


.875 | Jan. 1-June 30, 1954, 


00 | Jan. 1-July 31, 1953. 
15 Aug. 1-Dee. 31, 1953. 
t Jan. 1-June 30, 1954. 
00 | July 1-Dec. 31, 1954. 


1954 | 19, 128.15 | ? 1, 757, 891 


— ee ee 
—_ 
on 


1955 2, 030. 41 203, 041 

Senate Cartage Co., Chicago, Il.: 

1952 | $11, 529. 97 1, 441, 272 . 80 

1953 | 32,758.45 | 3,148,617 | .80 | Jan. 1-July 31, 1953. 
. 95 Aug. 1-Dec. 31, 1953. 


| 
1954 46, 123. 89 | 3 5, 324, 853 . 95 Jan. 1-May 31, 1954. 
| | .80 | June 1-Dee. 31, 1954. 
| 1955 | 4, 208. 69 529, 837 . 80 
Fangrat Delivery, Chicago, IIL: 
1953 | 8, 987. 98 | 669, 505 | . 92 Sept. 1-Nov. 30, 1953. 
| | .95 | December 1953. 


| 1954 | 24,008.75 | 4 2,494, 258 


© 
on 


Jan. 1-May 31, 1954. 
.80 | June 1-Dee. 31, 1954. 














1955 1, 062. 49 132, 811 . 80 
Van Howell, Williamsville, Mll.: | 1953 | 1,048. 04 149, 259 - 625 
Tractor only, hauled Dunbar | 
trailers. 
a whemmineni|ikeaioiste 203, 354. 40 | 21,088, 288 |.......... 





1 Includes 40,500 pounds of potatoes, at $0.60 per hundredweight. 

2 Includes 199,500 pounds of potatoes, at $0.60 per hundredweight. 
3 Includes 678,600 pounds of potatoes, at $0.60 per hundredweight. 
4 Includes 294,600 pounds of potatoes, at $0.50 per hundredweight. 


SCHEDULE A-4 


Subcontractor-storage, July 1, 1952-Feb. 28, 1955 


| 6months Year ended Dec. 31— 2 months 








ended om At hike uk IR ended rn 
Dee. 31, | Feb. 28, Total 
1952 1953 | 1954 | 1955 
Produce Terminal Cold Storage - -- A $15, 404. 80 | $21, 146.99 | $30,975.57 | $5, 588. 65 $73, 116. 01 
Murphysboro Ice & Cold Storage-------. 1, 377. 27 13. 58 oe 1, 390. 85 
Central Illinois Ice Co--_-- 5,072.00 | 12,939.51 | 18, 578. 23 1,865.94 | 38, 455. 68 
Federal Warehouse Co- --- 656. 66 : | 656. 66 
Liquid Carbonie Co- ‘ 148. 98 3, 144. 54 | 874. 72 11. 00 4, 179. 24 
Royal Crown Bottling----- . 812. 02 : : | 812. 02 
Peoria Storage Co--. ; 705. 15 135. 60 : : See 840. 75 
Fangrat Delivery---- ; | 3,641.91 | 657. 52 a 4, 299. 43 
Glen Ice & Fuel----- Soave - : 423.12 |--. ae 1 423. 12 
Capitol Warehouse, Inc_- - - sheded bs 576. 04 ae 576. 04 
Miscellaneous storage... - - ; 1. 08 | 192. 92 |.. : eal 194. 00 
TE. wricictecesatnn ise Niehekene sees 24,177.96 | 41,638.17 | 51, 662.08 | 7, 465. 59 124, 943. 80 


Ra 
Gr 
R. 
Wa 
Cas 
Gor 
En: 
Sin 
Mai 
Spr 
May 
This 
Ber 


Mid 
J.A 
Pea 
Rus 
Poli 
Illir 
Spri 
Cory 
Schy 
Cent 
Hon 
Cha 
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SCHEDULE A-5 
Warehouse expense, other than hauling and storage, July 1, 1952—Feb. 28, 1955 


Payee Amount 
R. J. Callahan Engineering Co 331. 07 
Sanford Transfer Co 522. 50 
H. F.: Long, pane ‘ 1, 198. 34 
Robert Long a 90. 00 
J. Hasara 2, 637. 00 
H. V. Harden 153. 00 
Mansfield Electric Co 84. 28 
H. H.: Ryerson 180. 00 
Oh UT gcse sive catches 175. 00 
Barber, Lubin 014. 17 
Decten potas. litt trick ana 6 Side. Quick cn cccncesiabwaian 135. 00 
TO iad bas ges bisteasicloinenars ees andi ea eae ral 73. 56 
Heffern Bros 160. 00 
Illinois Central R. R = 56. 04 
OE I insider inci emmbtindietndantte . 65. 00 
Floyd Brake poe 535. 30 
Hawkins Electric 5 145. 11 
Fire and safety equipment ; 169. 32 
FRGRIE SFC ad vei reenter sida saosin aa 116. 25 
H. C. Christian, processing butter____- eee ay ee ea , 129. 98 
Armbruster Manufacturing Co : 507. 30 
Charles Barker . - 58. 75 
Treasurer of United States, pork spoila ge. oe a . 238. 66 
Peter Veedenburgh 121. 21 
Stewart Bros ees 100. 00 
Sentinel Insect Control ; ” 240. 00 
Miscellaneous items less than $50_-. oe 4 789. 57 


CRI ines set aga Ge iy wining ee : a minnie, PL Og Bane 


SCHEDULE A-6 


Summary of items included in general administrative erpenses, 
Oct. 1, 1925—Feb. 28, 1955 

Payee Amount 
Ralph Turnbull Co., CPA $6, 235. 75 
Grover C. Hoff . 8,112.94 
R. G. Phillips 6, 609. 15 
Wabash R. R 81. 74 
Cash, Christmas party, 1952 200. 00 
Gourmet Restaurant 549. 53 
FR RE ne i sien cnet ccc tinve cca ead dain 501. 00 
Simmons 107. 39 
I I Ca sci kn acreage eeesarenetstind aie lata deat 84.19 
Springfield Junior College 60. 
Max Landesman 60. 
Illinois Road Equipment 165. 
I cana acts acrid a en aa Insbieanimelar nian a ae 75. 
W. Paul Lewis, M. D 182. 
Midwest Authorized Truckers 55. 
oF «ese UIUEIOEIET IU NIC NUR NI cca ccc cen cect wenn ence ential 110. 
Pearson & Sons 137. 8 
Russ Hackett 50. 
Police Equipment 88. 
Illinois Commerce Commission 123. 
Springfield Traffic Association 50. 
Corporation Service Co 221. 
Schryner & Sprouse____--- Ss ser op aoe ascoh aN Casi da 2 Nase cpa nce ssa emilee eesaton caceceea 67. ! 
Central, Illinois, York 3 58. 
Sr eS a = ee Ses S55. 8: 
Charles F. Carpenter 225. 
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ScuHEeDuLE A-6—Continued 


Summary of items included in general administrative expenses, 
Oct. 1, 1925—Feb. 28, 1955—Continued 


Payee Amount 
Mnsinpore: Hetstine TiO os ncicccceccccncntenncdthiessiea dithionite teed $88. 50 
I CI icc cciccchth acticin enti Race cnc ecient ihaeab 830. 00 
DN COR BO in cititnintnticinntiticiecncintilitiicimntnmnnnnnbiediaidnpioa 252. 25 
DI OR i cinisrncnatcitincllimsiniditnmadiinmiabnannianmnatcte 101. 40 
Sa aig eis i icine kept sepia iia a Bea aboeiplcalesiicion 75. 00 
es Te I reiting tntkatnnn catia nisin mma 70. 70 
NE i OV vg. SC ittinncintnincciccres icin mnncsndietenmianedtaal a aaene 139. 17 
Diints Tetrentate DIstle GRRE n a cet ncnennnemindianiancnabien 221. 89 
I I ic ccccnicsesthcmss de tesinsanta nants ca ieaenlaat tad. 59. 00 
I i CI piesa rinitnctitine taktnttiiniitnntninstictniiaaicnanlaintinenancticinialisial 300. 00 
Bones TN00 CBR BOO kiccciteiewidnckcnnctichblcl duielindadiniideion 5, 631. 00 

I ic sicsinccileacami ee ica ia as alah dialdaoaticesadasmnamibdiaeouamaanate 27, 334. 71 


ScHEDULE A-7 


Summary of executive and supervisory travel and entertainment, Oct. 1, 1952, 
to Feb. 28, 1955 





Year ended Dec. 31— 


























July 1, 1952, January 
to Dee. 31, |—- and Febru- Total 
1952 | 1953 1954 ary 1955 
Executives: 
ees as eE- .. coccenccdussaame $1,186.45 | $9,271.84 | $4, 455. 22 $904.42 | $15, 817.93 
Joe A. Dunbar ee 539. 12 3, 882. 39 3, 135. 67 478. 98 8, 036. 16 
SE Ue. DH IE ic tcnnabaccharkuninaaddasiaennsnkiahnmanitn 1, 544. 63 267. 35 1, 811. 98 
i ee Co olaneou kas 1, 725. 57 13, 154. 23 9, 135. 52 1, 650. 75 25, 666. 07 
STS SS | eS SSE, O—E=>=—EEEEEEEEeEeee Oe 
Supervisors: 
Herschel A. Bradley-.._.---- in itiomemetee Fa Daa eral 1, 794. 49 I he oecinttacainiel 2, 460. 93 
II IIIT. 2 inca case ins tcp ms Siena tpn imine amie ecaisls 1, 645. 41 SRD Enccndane ee 2, 862, 25 
REE Fh, WUE. 5 cccccnnccwndensccesteedanmben 2, 975. 79 2, 950. 77 152. 18 6, 078. 74 
Ne ND ititirivnaiennsicinitis rcmareniaminaiiaaeat 2, 246. 10 2, 582. 95 466. 16 5, 205. 21 
PE a5 Goh kendo dee caceneanms a 4 ai hdhenmiananaed 8, 661. 79 7, 417. 00 618. 34 16, 697. 13 
eae 2 st 1, 725.57 | 21,816.02 | 16,552.52 | 2,260.00 | 42, 363. 20 





ScHEDULE A-8 


Major items of travel and entertainment, other than claimed by ewecutives 
and employees, Oct. 1, 1952, to Feb. 28, 1955 


Payee Amount 
es A CR Rie S oo Gace in acinar Uiniaaaerenn techn $4, 093. 78 
IN I ee ccriec os coinage meee ena eae 1, 193. 29 
a a oi as hed ic amines on ered @enanivetn evap ane inarineata eeninte 1, 592. 33 
i _ Rabeeerbaliate de tieeitmtene rpc: EP goa Sep aap ae Aa 575. 47 
Be te I co 2. Sececcn te cutie inn cs abun tacdpnasaunenin asus cou coalaacdanie teniee eee eee ah 375. 29 
I a ae 2 se iG conch avdocsnanesteaalione ae eaitts aean aeeamicsasuberevareran 8375. 10 
ee OE Se oe eo ons Visca melons nal wangupmanenaene 871. 02 
nn nn MEIER 2 Cos an matenesciaticeacgerereinainie @pmaniarmiewts 555. 90 
CE eNO INNIS cicier ch nras x verses So eninn deere nen saa ren toa eremeriavenseaieees eacieleiaippiedinn irene 365. 00 
en ee ne Le Gee c eee nnn s cane nae ananlincall 920. 40 
ee SE cosas cinidieninten  acaigbion an veustomnniiad aa aheeiadane 118. 12 
I ee tare in ecen spe Accents Scan oa lans ain ava geben eet 130. 75 
Se TON SII oo cs coe cschh acta teen eccrine pein ende tent Qe andidie nemmeniataeinetied 211. 54 
ee eee deta dlies eaisiaiseous akinesia epee aie each ake asaaes 131. 60 
Set SUSE SHEET ccchacistancneiigblinewnwaansmennma eile eeiimanibon 221. 20 
nn a cas cc cm cabccechapaikigsll nin ep meg seni cas dc ai alge 155. 34 
ONE: SAINI oe sc ancdon ccannceneceboetes ectntas ee eottbieneciinan Sciircesoss i aves ees cee are nai 488. 01 
NN I ict ce stscccced acetone Sein nid oat Aeneaneiea ea el nee ces baleagaceianaae 5038. 00 
Tip-top Package Shop__------ wisi ics bapa seine sala asec nls ctaaadanesaitiacai tat ieee 128. 85 
CO eC IE en cens thie keen iternnnndtneeainnmencannacn 621. 80 


PO cinicincctbnctcateitiends tee beENaea nn ean amd 13, 622. 79 





xe ih aw OG 


ssserassnes 


, a * -* 


Oe 
‘eae, @ 6 


~ 
— 


30. 


31. 
21. 
DD 
88. 
03. 00 
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SCHEDULE A-9 


Summary of items included in selling and advertising expenses, Oct. 1, 1952, to 
Feb. 28, 1955 
Payee Amount 
Gourmet Restaurant $2, 251. 63 
Illinois State Journal and Register 
H. J. Heinz Co 3. 75 
. 00 
2.16 
Brown & Bigelow 4 , 670. 34 
Outboard Club 0. OO 
Railway Expre .19 
Match Corporation of America___ ~~~ ein on : 34.75 
Seen a, mepenan. Bien Oo. ge. ook ke 295. 65 
Ace Sign Co Scena eee oe 232. 50 
Joe’s Sign Service ; a a laacde 94. 40 
Norcroft Westward oui 76. 20 
Hauselman’s Tire 55. 55 
Employees Benefit Association___._._._._______ a icinicaigsacseaaahs in 300. 00 
Ceatmearal Beye High... 2s ce ps ae 50. 00 
Pfiles Camera : ee 5. 49 
Cole Beene... ................. re aces Sita adn cae ‘ 319. 40 
Liquor Town oa, bi .39 
Tip-Top Package Shop 323. 74 
Drocks Restaurant 9. 29 
Lucia Distributing Co 8. 56 
I a 5. 50 
Minneapolis Specialty 5 9. 88 
Illinois State Fair 9. 20 
Byron Schroeder 50. 00 
J. T. Giblin 249. 92 
Illinois Teamsters Directory 50. 00 
Mercury Studio i7. 00 
Dave’s Cut Rate ‘ 55. 80 
Shrine Circus Fund 50. 00 
J. C. Agajanian 50. 00 
Items less than $50 2, 378. 03 


Total { 2. 42 


463116—56 
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ScHEDULE A-10 


Checks cashed at tellers’ windows in lieu of being deposited, July 1, 1952- 
Feb. 28,1955 




















| 
Amount 
Date | Oheck No.l os) ahtndi - 
‘nee? =| Net after with- 
Gross holding tax 
Bonus checks: 
1953—Gerald Boblitt.......-- Sawniike oad | Dee. 22, 1953 | 8, 782 | $2, 000 $1, 600. 00 
DOE th EN ie vedo eo cnm anv ncwinencuikeus 8, 780 2, 000 | 1, 600. 00 
ONS OO” ea | a yeneee 8, 781 2,000 | 1, 600. 00 
1954—John J. Brennan--------- cosakccscel See ae eee 8, 925 500 400. 00 
Mar. 3, 1954 9, 131 500 | 400. 00 
I ya oiecieeeieinneitto mito ..--| Jan. 22, 1954 8, 928 1, 500 1, 200. 00 
Mar. 3, 1954 9, 129 1, 500 | 1, 200. 00 
Dec. 8, 1954 10, 298 2, 000 1, 607. 50 
Herschel 8. Bradley........-....-.--.-.| Jam. 22, 1954 8, 924 1, 500 | 1, 200. 00 
Mar. 3, 1954 9, 130 1, 500 1, 200. 00 
John L. Stuckey. -.---.- oe _--<c--| Jal. 22 1054 8, 926 | 1, 500 | 1, 200. 00 
Mar. 3, 1954 9, 132 1, 500 | 1, 200. 00 
Dec. 8, 1954 10, 302 2, 000 | 1, 606. 50 
DME coo Sesacncesosencs enwcantedyicacsunshtcatdteleccecsuczse 20, 000 | 16, 014. 00 
Checks charged to individual drawings: nial ik 
d00 B.. DURDEL....cnscccas anit atrnunhek Mar. 9, 1954 PR 1, 750. 00 
May 7, 1954 3, 933 S jsdeeeoeet 1, 000. 00 
EF a ek $, 670. |. cs sll. 750. 00 
May 7, 1954 SB, Ge baw asccdbensbivel 500. 00 
MRR, ocmrcescessseset ec cee estes et henssaciacA hers seuewe prendeedds 4, 000. 00 
Payments on principal and interest on notes : 
payable to officers: 
900 A. DUNDEE «cnc innccceccascnsaws cccuavsaws Jan. 3,1055 5, 102 
7 es od 5, 104 
ORE TE. EPs OF wanecennidertensencsesannel i epaicantatsl 5, 103 
ceeud iGuenscss 5, 105 
Riis ated eee ceed tekneniinsiakl Mie ees tle ee 
CORE WEE ro cccccccencccccacecasasscdenacelssecnceededeeteelbeisckabaeieewecs~seune 


1 Procedures of the bank which cashed these checks provided for distinguishing between deposited and 
cashed checks by requiring the teller to place his stamp on the face of checks cashed; on this basis the checks 
listed were cashed at tellers’ windows. 

ag bonus paid to supervisors was $31,000, of which $23,000 was paid to the supervisors listed on this 
schedule. 








Le 
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ExHisit B-1 
JAMES W. DuNBAR, DUNBAR BUILDING Co. 


Statement of assets and liabilities at selected dates, Dec. 31, 1952, through 
Feb. 28, 1955 


James W. Dunbar (an individual) 


| Dunbar Building Co. (a 
| Delaware corporation) 


capes anal caste th inifleamnenamete 
Dee. 31— 


June 30, July 1, 
1954 


| 
$4,799.56 | $3,888.24] $1, 586. 


ASSETS 
| | 
Cash, First National Bank of Springfield__| $8, 262. 34 | 
Land, buildings, and equipment: | 
Land __ Sscieman 10, 133.25 | 10,133.25 | 10,133.25 | 10, 133. 
Land improve ments__- 6, 026. 9, 108. 2: 9,543.72 | 9,543 
Warehouse building and docks. | §2, 912. 8¢ 32, 696. | 32,696. 08 | 32, 696. 
Restaurant and service station See 54, 861.45 | 65, 674. 7: 65, 674. 73 65, 674. 
Office building._....- nile : | 2,855. 76 2, 855. 76 2, 855. 
Restaurant equipment — 20, 739. | 20, 739. - 20, 739. 47 20, 739. ¢ 
Other equipment_- 1, 412. 92 | 820. 936. 84 936. 
Dwelling, including land $1,000._..---.|.-_.’-_- 1, 500. 00 i, 500. 





Total ie 146, 086.06 | 142,027. 54 | 154, 079.85 | 154,079. 


15 t 
Less accumulated depreciation _ jecunig cn ne 40, 913.7 45, 688.36 | 45, 688. 36 


Total. -- oaiubaae 95, 300. 89 | 101, 113. 83 | 108, 391. 49 | 108, 391 
Prepaid insurance. __. . 7 1, 179. 64 4, 130. 82 3,322.97 | 3,33 


Total assets... . ended 99, 742. 87 | 110,044. : 115, 602. 70 | 113,: 
LIABILITIES AND CAPITAL 


Liabilities: 
Real-estate mortgage dated Dec. 9, | 
1952, due Dec. 9, 1957, payable $950 | 
monthly, 4ho percent interest _- | §0, 000.00 | 
Accounts payable and accruals. - 1,751. 14 
Due Dunbar & Co. (trucking service) - b 


Total liabilities... ataueswcase 51, 751.14 | 42, 831. 08 32, 971. 44 27, 300. 6 


Capital: 
James W. Dunbar: | 
Capital and drawing account .| 47,991. 73 57, 213. 1! 82, 631. 26 
Note payable due July 1, 1959 
Capital stock, par value $10 each: Au- | 
thorized 20,000 shares, outstanding | 
5,000 shares: 
James W. Dunbar 
Helen Dunbar-... 
James Dunbar, Jr. -_- 
Surplus (net profit for period July 1 . 
1954, to Feb, 28, 1955, before Feder: il 
income tax) 


Total capital ‘i 47,991.73 | 67,213.18 82, 631.26 | 86,000 


Total liabilities and capital. ; 99, 742.87 | 110,044.21 | 115,602.70 | 113, 300.6 
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ExHIsit B-2 
JAMES W. DUNBAR, DUNBAR BUILDING ACCOUNT 


Statement of capital account Jan. 1, 1952, through June 30, 1954, and equities in 
the Delaware corporation as of July 1, 1954 


James W. Dunbar 
(an individual) 


ai aap as i $94, 855. 56 
Net profit for year ended Dec. 81; 1952_....._....___.___________ 12, 151. 22 
Withdrawal of capital, principally for transfer to and use by 

Dunbar & Co. (trucking service) ............_.._.._________ —59, 015. 05 

CO i icin 47, 991. 73 

Net profit for year ended Dec. 31, 1958_........_________.____ 2, 597. 28 


Transfer from Dunbar & Co., expenditures for Dunbar building 


SR a nen re he 14, 974.17 
Additional capitel contributed. o.oo. cence nce nceccnccusccacs 1, 650. 00 
Balance D0c,- Bh, 290Ginsecicsccsccrsenp ent granonc en ensign een 67, 213.18 
Net profit for 6 months ended June 30, 1954___.-___-_-__---__- 3, 918. 08 


Transfer of withdrawal by Joe A. Dunbar from Dunbar & Co., 


and recorded by Dunbar Building Co., as capital supplied by 


PNG. i 5 eR a a rie aie resent eecrencnaeinin 11, 500. 00 
Balance June 30, 1954, prior to incorporation as a Delaware cor- 

MOTION Sic india lech lenin daw ls es arn em a en een ase asl rentals 82, 631. 26 
Interoffice account due Dunbar & Co., eliminated (contra entry 

on Dusabar &:Co«. capital account) <..0.......-.......+.-.% 5, 670. 84 

Wy IIITOL OE WIidcie ccc cccsenadsesdnbswccste nessa —2, 302. 10 

bens ee 1, Be scs tahini nch tonnage nena 86, 000. 00 





Used to acquire capital stock and note of Dunbar Building Co., 
a Delaware corporation : 
CE Tc ctintincnnceenicnctegpineenabwamnamaaene 50, 000. 00 
Pe ES HE Bi, Skike ntinttinbhecernnewntnannenstabie 36, 000. 00 
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ExHIBIT B-3 
JAMES W. DuNBAR, DUNBAR BUILDING Co. 


Statement of income and expense, Jan. 1, 1952, to Feb. 28, 1955 


Year ended Dee. 31 6 months | 8 months | Total Jan. 
ended ended 1, 1952, to 
June 30, Feb. 28, Feb. 28, 
1952 1953 1954 1955 | 1955 


Income: 
Rentals 
Dunbar & Co $7, $3, 000. 
Service station $7, 295. 5: 8, 527. 3, , 228. 
Restaurant 7, 043. 7 , 792. § 3, 651. 36 5, 062. 
Garage 3 3, 600 ; 
Other 7, 734. 3, é 85 , 950. 
Gain on properties sold or destroyed 
by fire 495 
Total... 26, 169 
Expenses: 
Depreciation 9 115. , 574. 2 
Repairs and maintenance 277.75 039. 2, 2, 986. 4: 25, 304. 38 
Insurance , 196. 75 951. 86 , 288. 2 , 370. 82 
Interest , 461. 1! , 799. 75 
[axes , ORG. , 3Ea . § . 3, 62 
Bad debts 28. 05 828. 05 
Administrative 52. § . 5 . 80 611. 80 
Officers’ salaries ici teed ee 5, 200. 5, 200. 00 


Total - ; ean Oe ee . 32, 638. 46 8, 990. : , 386. 3: 74, 033. 01 


Net profit (before Federal income taxes)...} 12, 151. 2: : 2 . 08 2, 855. 31, 521. 64 


ExHIBIT 11 


Moror CARRIERS TARIFF ASSOCIATION, INC., 
St. Louis 1, Mo., April 15, 1955. 
Mr. JAMES DUNBAR, 
Dunbar & Co., 
Springfield, Ill. 


DEAR Siz: Transmitted herewith is our report of our survey of the services 
rendered by Dunbar & Co. at Springfield, Ill., in accordance with its contract 
with the State of Illinois, superintendent of public instruction. 

Even though our time was limited we were able to properly study and analyze 
the operations your company performed and the services it rendered at and from 
Springfield, Il. 

The report sets forth the following: 

1, The services rendered and operations performed. 

2. The services which motor common carriers hold themselves out to render. 

3. A copy of the motor common carriers tariff naming the terminal services 
they render and the established charges therefor. 

4. An example of rates and charges established by other specialized carriers 
compared to those established by motor common carriers. 

5. The number of shipments transported in November 1954 and during the 
period of October 1952 through February 1954. 

6. The average weight per shipment, and the average revenue derived, for 
the periods set forth in paragraph 5 above. 

7. A comparison of the data shown in 5 and 6 above with the survey of ship- 
ments made by the United States Department of Agriculture. 

8. A list of items which we believe must be carefully considered before con- 
Sidering rates unreasonable. 

In view of the unique and specialized service rendered by your company, and 
the failure of motor common carriers to establish charges for similar services, 
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we were unable to make any comparison of what charges a motor common carrier 
would assess on shipments which were handled by your company. 
For the above reasons and for the reasons as stated in the report any com- 
parison of rates would be purely a matter of conjecture. 
Very truly yours, 
A. A. MARSHALL, 
General Manager. 


REPORT OF SURVEY OF SERVICES RENDERED BY DUNBAR & Co. AT SPRINGFIELD, ILL, 


In accordance with the terms and conditions of agreement with the State of 
Illinois, superintendent of public instruction, and services required to be ren- 
dered by motor common carriers parties to Central States Motor Freight 
Bureau, Inc. Tariffs MF-I. C. C. No. 178 and 782. 

Also, analysis of United States Department of Agriculture Report of Survey 
M (5) 5-Il1.-800 and comparison of such survey with total operations per- 


formed by Dunbar & Co. 


Prepared by Motor Carriers Tariff Association, St. Louis 1, Mo. 


In accordance with the terms and conditions of agreement between Dunbar & 
Co. and the State of Illinois, superintendent of public instruction, Dunbar & Co. 
was held responsible for the proper management and control of all activities 
pertaining to the distribution of the commodities received, and in such manage- 
ment and control : 

1. Was held responsible for the distribution of the commodities to only those 
persons, groups, agencies or other recipients determined to be eligible to receive 
such commodities. 

2. Exerted utmost care at all times to prevent commodities from being dis- 
tributed in such quantities or manner as to encourage waste, deterioration and 
misuse. 

3. Maintained true and accurate records pertaining to the receipt and distri- 
bution of the commodities and reported monthly the commodities on hand by 
actual physical count. 

4. Investigated promptly all complaints received in connection with the dis- 
tribution of commodities and made every effort to correct any irregularity called 
to its attention. 

5. Assumed responsibility for any losses or damage incurred to the com- 
modities while in its possession, and promptly paid for such losses or damages. 

6. Accepted shipments of commodities on behalf of the State agency and fur- 
nished adequate personnel and proper facilities for the receiving, handling, stor 
ing and processing of such commodities in accordance with requirements fur 
nished by the State agency. 

7. Paid all demurrage charges for rail cars, when at times it was impossible to 
unload such cars within the specified free time allowed by the railroads. 

8. Computed monthly allocations for each recipient entitled to receive such 
commodities. 

9. Notified recipients monthly by United States mail as to the quantity of the 
commodities it had been allocated. 

10. Received recipients requests and made arrangements for the transporta 
tion of such commodities to it. 

11. Loaded motor vehicles and made deliveries to recipients in each county 
and properly manifested such shipments in accordance with the State agency's 
requirements. 

12. Performed the service as set forth in paragraph 11, by providing a multiple 
pickup and multiple delivery service plus the rendering of inside collection and 
inside delivery service to any floor or spot and any other service demanded of i! 
by the recipient. 

14. Due to the perishable nature of some of the commodities transported, only 
vehicles especially equipped with mechanical refrigerator units were used in the 
transportation of the commodities when protection from heat was necessary. 
When such equipment was unavailable commodities were protected by use of 
Dry Ice. 

15. Obtained delivery receipts from each recipient and furnished a copy of 
such delivery receipt together with a copy of the manifest to the State agency. 
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16. Billed and collected its charges from recipients. 

Dunbar & Co. rendered the above services as a contract carrier under authority 
issued to it by the Illinois Commerce Commission in No. 7379 MC-CP. 

As a result of a comparison of rates established by motor common carriers, the 
reasonableness of the rates established and charged by Dunbar & Co. have been 
questioned, thus it would only follow that the services offered by motor common 
carriers in connection with their established rates be compared to those rendered 
by Dunbar & Co. The services offered by motor common carriers are found in 
the same tariffs as referred to in the United States Department of Agriculture 
Report of Survey M(5) 5-Ill-800, except that in order to properly apply the 
rates as set forth in the tariff used by the Department of Agriculture, one must 
also refer to the same agent’s tariff MF-—I. C. C. No. 782, which provides for rules 
and regulations, also charges for terminal and special services. Said tariff is 
made applicable by reference to it in the rate naming tariff. So that there may 
be a full understanding as to what this tariff provides a copy of it is attached 
hereto and is marked “Exhibit A.” 

To briefly summarize the services rendered by motor common carriers under 
the rates set forth in the Department of Agriculture's survey, such rates include: 

1. One pickup at point of origin at the shipper’s platform or doorway directly 
accessible to the carriers vehicle and one delivery at point of destination to the 
receiver’s platform or doorway directly accessible to the carrier’s vehicle. 

2. The carrier’s responsibility for the safe arrival of the shipment. 

3. Proof of delivery of shipment when requested. 

4. Billing and collecting charges from either the shipper or receiver. 

So that we might get a clearer picture of what services are rendered by a motor 
common carrier compared to the services rendered by Dunbar & Co. your atten- 
tion is respectfully directed to exhibit A and on page 8 thereof, in item 160 is the 
rule governing pickup and delivery service. As explained in paragraph 12 hereof, 
Dunbar performed a multiple pickup and multiple delivery service, plus the 
rendering of inside collection and inside delivery to any designated floor or spot 
and any other service demanded of it by the recipient. As will be noted, item 160 
generally restricts the carriers rates to include but one pickup at point of origin 
and but one delivery at point of destination, and the item is further restricted so 
that shipments tendered for transportation must be so situated as to be directly 
accessible to the truck and immediately adjacent thereto. Also it will be further 
noted that the placing of the freight in such accessible position must be arranged 
by the shipper without assistance from carrier or carrier’s agent. Notes 3, 4, 5 
and 6 provide for additional charges by certain named carriers when the shipper 
or receiver requests delivery to a receiving point not directly accessible to carrier’s 
truck. These charges range from 19 cents per 100 pounds with a minimum charge 
of 89 cents per shipment to 35 cents per 100 pounds with a minimum charge of 
$1.50 per shipment. The pickup and delivery service above described does not 
include the rendering of inside collection or inside delivery service or other addi- 
tional services more fully named in paragraph D of item 160, and carriers are 
prohibited from rendering such services unless they establish charges therefore 
in accordance with rule 11 of the Interstate Commerce Commission’s Tariff 
Circular MF—No. 3. The rule reads as follows: 


RULE 11—TERMINAL AND SPECIAL SERVICES 


“Bach carrier or its agent shall publish, post, and file tariffs which shall con- 
tain in clear and explicit terms all of the rates and charges for and rules govern- 
ing detention of vehicles, storage, weighing, diversion, reconsignment, icing, re- 
frigeration, heat, c. o. d. services, transit services, absorptions, allowances, and 
other terminal services, and all other charges and rules which in any way in- 
crease or decrease the amount to be paid on any shipment, or which increase or 
decrease the value of the service to the shipper. Tariffs authorizing such serv- 
ices, or providing charges therefor, shall clearly show their application.” [Italic 
supplied. } 

The same identical rule is found in Tariff Circular MF-IIll. C. C. No. 1, issued 
by the Illinois Commerce Commission. 

As to what motor common carriers believe to be a reasonable charge for an 
additional service, your attention is directed to item 80 which is found on page 4 
of exhibit A and therein is found a charge for diversion or reconsignment of a 
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shipment. As an example of how this rule is applied, we take a less truckload 
shipment actually transported by Dunbar and after its arrival at destination 
they were requested by the recipient to deliver a portion of the shipment to a 
storage plant at the same point. A motor common carrier could comply with 
this request if the entire shipment were diverted, and then its charges would 
be 21 cents per 100 pounds with a minimum charge of $4 per shipment, such 
charges would be in addition to all other lawful charges applicable to the ship- 
ment. From this cited example it is obvious that motor common carriers do 
not desire to render such additional services and when they do a substantial 
charge is established. 

It is thus evident that all of the terminal services incidental to the transporta- 
tion service rendered by Dunbar could not be rendered by motor common carriers 
who are parties to the tariffs used in the Department of Agriculture’s survey, 
and to those limited services which could be rendered by motor common carriers, 
substantial charges would have to be added to the rates set forth in the Depart- 
ment of Agriculture survey. 

Shipments handled by Dunbar under contract with the State agency were 
transported generally in tractor-trailers or straight trucks equipped with me- 
chanical refrigerator units. In each instance the shipments had the exclusive 
use of the vehicle. In other words, no other traffic was transported by Dunbar 
in the same vehicle when rendering service under its contract. Additional 
charges as named in items 200 and 300 of exhibit B are assessed by motor com- 
mon carriers when a shipper orders a truck for its exclusive use or when the 
carrier furnishes refrigeration. 

In compliance with an agreement with the State agency, deliveries to recipi- 
ents throughout the State were made by counties. Thus each recipient in a 
county was tendered its commodities on the same or following day. This re- 
quired strict supervision over the loading of the vehicles. 

Attached hereto and marked “Exhibit B” is an official map of the State of 
Illinois and thereon will be noted points in Clay, Green, and Calhoun Counties 
to which shipments were transported by Dunbar. As will be noted, deliveries 
were made to many points which could only be reached by using secondary high- 
ways. Due to weight restrictions on most secondary highways, service to points 
located in most of the counties was rendered by small straight trucks which 
as a rule transported commodities weighing approximately 5 tons. For purposes 
of economy motor common carriers generally only use this type of equipment in 
pickup and delivery service. Dunbar used tractor-trailer equipment where it 
was possible to do so safely. As a rule deliveries were made between the hours 
of 8a.m.and3:30p.m. Prior or subsequent deliveries to the above stated time 
were not possible as the recipients made no one available for receiving such 
shipments. 

From the above it thus is seen that Dunbar rendered a service to eligible 
recipients irrespective of their location. Motor common carries restrict their 
service to points when on account of conditions of public or private streets 
or highways it is impracticable to operate their vehicles. 

From our study and observation it is our considered opinion that the services 
rendered by Dunbar under its contract are noncomparable to services rendered 
by motor common carriers a party to tariffs above enumerated, and as such we 
find it impossible to relate the rates and charges assessed by motor common 

-arriers to the rates assessed by Dunbar. 


ANALYSIS OF SURVEY 


The survey of the Department of Agriculture was based upon a small per- 
centage of the total shipments handled by Dunbar in connection with its con- 
tract in the month of November 1954. Below we have set forth what the survey 
shows as compared to what the survey would have shown had it been based 
upon the operations of Dunbar for the entire month of November 1954. Also 
shown for comparative purposes is the total number of shipments transported 
by Dunbar under the contract from October 1952 through February 1954 and 
the resulting average weight per shipment and the average revenue derived per 
shipment. 
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Average Revenue 
weight per derived per 


Number of | | 
— — 


shipments 





Pounds | 
| 
1 


| 
— —!) —- —— 
| 
| 
| 
| 


U. 8. Department of Agriculture survey 64 | 9, 886 | 
November 1954 2, 103 1, 490 
October 1952 through February 1954 46. 628 | 986 | 


$283. 53 
45. 56 
29. 40 





Thus when compared percentagewise the Department of Agriculture’s survey 
overstated, 

The November 1954 average weight per shipment by 563 percent. 

The November 1954 average revenue derived per shipment by 522 percent. 

The October 1952 through February 1954 average weight per shipment by 
902 percent. 

The October 1952 through February 1954 average revenue derived per shipment 
by 864 percent. 

In other words when Dunbar’s full operations are considered the Department 
of Agriculture’s Survey obviously does not reflect what the actual operations 
reflected when considered as a whole. 

As we have shown above the services performed by Dunbar were highly special- 
ized as compared to the services of a motor common carrier. In performing a 
specialized service, carriers who render such service establish rates and charges 
considerably in excess of those published by the regular motor common carrier. 
As an example of the rates established by a motor carrier performing a specialized 
service we set forth below a hypothetical shipment of office furniture weighing 
1,000 pounds and compare the rates of the carrier offering specialized service as 
to the rates established by motor common carriers, whose rates were used in the 
Department of Agriculture’s survey. 


| 
| Rate in cents | 
Distance per 100 | Total charge 
pounds 


Specialized carrier 281-300 ! ‘ ‘ 610 $61. 00 
Motor common carrier 281-300 2 _ _- ‘ ‘ 211 21.10 


1 Tariff authority: Agent A. A. Marshall’s, MF-IIl. C. C. No. 61. 
? Tariff authority: Illinois Intrastate Motor Carrier rate and Tariff Bureau, MF-Ill. C. C. Nos. 1, 2, and 3. 


Similar differences in rates above stated are reflected throughout the country 
and the rates of the carriers specializing in the particular movements of such 
commodities are on file with the Interstate Commerce Commission. 

In conclusion it is our opinion that the following items: 


Cost of service ; 

Value of service; 

Value of commodity transported ; 

Volume of traffic ; 

Regularity of traffic ; 

Direction of traffic; 

Seasonal fluctuations in traffic ; 

Risk involved in transporting the items for which specific rate is made; 
Special equipment requirements ; 

10. Terminal and other special services ; 


WN oe Sue Oh 


must be carefully considered before the rates and charges established by Dunbar, 
are to be considered unreasonable. 
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Exursit 1K 


REPORT OF EXAMINATION, FEBRUARY 28, 1955, DUNBAR & Co., SPRINGFIELD, ILL. 


MurpHEY & Nasu & JONES, 
CERTIFIED PUBLIC ACCOUNTANTS, 
Decatur, Ill., April 5, 1955. 
Mr. A. M. FirzGERALp, Esq., 
Springfield, Ii. 


Deak Siz: In accordance with your request we have examined the books of 
account and supporting records of the enterprise known as Dunbar & Co., 240 
North Route 66 Bypass, Springfield, Ill., for the period from October 1, 1952, to 
February 28, 1955. Dunbar & Co. was conducted as a proprietorship owned by 
James W. Dunbar, Sr., in 1952; during the calendar year 1953 it was a partnership 
of James W. Dunbar, Sr., and Joe A. Dunbar; the first 6 months of 1954 it was 
a partnership of James W. Dunbar, Sr., Joe A. Dunbar, & James W. Dunbar, 
Jr.; on July 1, 1954, the business was incorporated, with James W. Dunbar, Sr., 
Joe A. Dunbar, and James W. Dunbar, Jr., as stockholders. 

It has been the purpose of this examination to determine the earnings of 
Dunbar & Co. from its performance under an agreement dated June 13, 1952, 
with the superintendent of public instruction of the State of Illinois. The agree- 
ment required Dunbar & Co. to perform certain services (see excerpts quoted 
elsewhere in this report) in connection with acceptance, storage, and distribution 
of commodities furnished to public schools, certain State institutions, and certain 
other qualified recipients, by the United States Department of Agriculture. An 
agreement, also dated June 13, 1952, between the United States Department of 
Agriculture and the superintendent of public instruction of the State of Illinois, 
supports the Dunbar & Co. arrangement. 

A warehouse building, an office building, and a truck yard used by Dunbar & 
Co. have been provided by James W. Dunbar, Sr., who was engaged in the truck- 
ing business prior to October 1, 1952. Transactions relating to this property, 
together with other rental real estate, have been recorded in separate accounts, 
which we have also examined for the same period. As of July 1, 1954, the Dunbar 
Building Co. was incorporated, with James W. Dunbar, Sr., Helen Dunbar, and 
James W. Dunbar, Jr., as stockholders. 

During the calendar year 1953 and the first 6 months of 1954, Dunbar & Co. 
paid over to Dunbar Buildings $600 per month for the use of the facilities furn- 
ished; since July 1, 1954, rent has been paid at the rate of $2,000 per month. 
These payments appear as rent income in the accounts of Dunbar Buildings and 
as an expense in the records of Dunbar & Co. 

We have audited the accounts and have compared the entries therein with 
supporting documents and with information obtained from outside sources to 
the extent necessary to satisfy ourselves that all revenue earned under the agree- 
ment has been properly accounted for, and that documentary evidence exists to 
support the disbursements. Provisions for depreciation have been made at the 
following rates: 


Nem tems Seactorn. 600 S26GR 6... ~ 5 ie wnitaneancdmtndenmies 5 years 

Used trucks, tractors, and trailers 3 years 

Me inns seit. nd memset Aap gucping cannes hpidietatah tity 5 and 10 years 
I CEI CATO RRA TO oa s cicic ines men ce sis rts erg cies erie 10 years 
Restaurant and service station buildings___-___----~ 25 and 3314 years 


Minor equipment 10 years 


In addition to the company records we have reviewed copies of Federal income 
tax returns filed for the partnerships and by the individuals concerned for the 
years in which they participated in the earnings of Dunbar & Co. We find that 
taxable income reported on these returns, to the extent that it relates to shares of 
profits from Dunbar & Co. and Dunbar Buildings, is in agreement with the 
records. The first income tax returns for the corporations are not yet due. 

We submit herewith income statements for Dunbar & Co. and Dunbar Build- 
ings for the 29-month period from October 1, 1952, to February 28, 1955, and 
also statements of financial position of both enterprises at beginning and end of 
the same period. These statements have been taken from the books; to the net 
earnings before taxes we have applied Federal income tax paid or to be paid, in 
order to indicate net amounts of income available to the owners. We attach also 
a condensed statement of application of funds. 
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It should be clearly understood that the accounts of Dunbar & Co. and also the 
accounts of Dunbar Buildings include income and expenses originating in activi- 
ties which are not related to the agreement with the superintendent of public 
instruction. Dunbar & Co. has, for a number of years, carried on a general and 
heavy hauling business. This activity has continued during the period of the 
agreement. Income of Dunbar Buildings includes rentals from a gasoline service 
station, a restaurant and warehouse facilities used by other outside enterprises. 

Revenue from the various sources and activities has been kept separate in the 
accounts ; expenses, however, have been combined. The records do not permit an 
exact analysis of net earnings as between the various activities. The following 
summary sets forth, in condensed form, earnings from all sources after Federal 
income tax. 





| Dunbar & Co. | Dunbar 
| peg he *| buildings 





Revenue: | 








Re Ee BOOT aia id Seas hist eas en od Shh inde eda Secel 98: O07 FOG. BE dens... 
I a eee aa eddeeaialsth< Shade wobainl 235, 805. 73 |............ 
Nonoperating gains cakhine nae cdaheaan Heeeaee oe nea eae 2,961.73 | $6, 663. 20 
DOH SP SINC, 0 na cactccunddvdecodecceues a Galtanduawiutiate mhesee ta vwte Susi 4 
Rent from Dunbar & Co-____--- cducnenicet deh kde daeaseedicastcan’ sulde -soe-| 2690000 
Total revenue. _.-- ss aenatiosaceldad alaadl ectiadant cline eiiehaa alec wheat a <I | l, 606, 533. 67 86, 188. 91 
Expenses: 
Warehousing, cold storage, and subcontract hauling, directly related to | | 
the revenue received under the agreement_.................-.--____-- 2 ) 7 ee 
I 665802 ee a oak ae the ws a 786, 213.90 | 41, 251. 28 
IEEE TE NONIEIN 6 fh. Fcddicin detidkinbcndcdtgnsemseudteenghiowees 81, 279. 54 22, 127. 88 
NE CRIES. Sceck es ce ebkaceen akisia Manele aidniaeteibhiemncnaes dee 1, 209, 984. 00 63, 379. 16 
Net earnings from all sources, before income tax---....-.....--- aoe 396, 549.67 | 22, 809. 75 
Federal income tax paid or to be paid__............---....... ceiaehedae ns 168, 667. 16 6, 165. 49 
Net income from all sources, after income tax_.................-.----.-- 227, 882, 51 | 16,644.26 


It may be noted that if each dollar of gross operating revenue is assumed to 
bear its exact proportionate share of all expenses, net earnings after income tax 
would be divided thus: 


} | 
Commodities | Other ac- 


agreement |_ tivities 

a a | $194, 383. 78 | $33, 498. 7 
Dunbar buildings saieaiasahossa tis avail ds octal cxteels to eater Acdlea a con eae cise to oe eae 5,609.12 | 11,035. if 
Meth s2..icsond ave tateb dedacals <0ial <eiaee sentient | "199, 992. 90 » 44, 533. 87 


It seems obvious that this method of allocation results in an overstatement 
of earnings from the agreement with the superintendent of public instruction, 
since it makes no special recognition of the large amount of warehousing, cold 
storage, and subcontract hauling costs which are directly identified with revenue 
received from this source. We may therefore state that it is our opinion that 
net earnings of the owners of the Dunbar & Co. enterprise from their agreement 
with the superintendent of public instruction of the State of Illinois have not 
exceeded $200,000 during the 29 months from October 1, 1952, to February 28, 
1955. 


Very respectfully yours, 


MurpHeY & Nasu & JONES, 
Certified Public Accountants. 
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DUNBAR & Co., AND DUNBAR BUILDINGS, SPRINGFIELD, ILL. 


Income statements, 29 months, Oct. 1, 1952, to Feb. 28, 1955 


Revenue: 
Government commodities 
Hauling for U. S. Department of Agriculture 
General and heavy hauling 
Gain on equipment sales 
Insurance in excess of fire loss 
Sundry 
Rent, from outsiders 
Rent, from Dunbar & Co 


Total, revenue 


Expenses: 
Drivers payroll 
Supervisory and office salaries 
Warehousing and cold storage 
Subcontract hauling 
Truck operation and maintenan 
General repairs and supplies 
Building repairs, fire loss 
Building repairs and supplies 
Insurance 
Rent, to outsiders 
Rent, te Dunbar Buildings 
Real-estate taxes 
Payroll and other taxes 
Interest 
General and administrative 
Sundry other expenses 
Advertising and promotion 
Travel and entertainment 
Officers salaries (since July 1, 1954 
Depreciation 


Total, expenses_ 
Net income per books, before taxes 
Federal income taxes paid or to be paid: 
James W. Dunbar, Sr 
Joe A. Dunbar 
James W. Dunbar, Jr 
Dunbar & Co., a corporation 
Dunbar Building Co., a corporation 
Total_.... , q to 


Remainder, after income tax__- 


1 Relecation of warehouse building, used by Dunbar & Co. in 
commodities. 


63116—56 34 
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DunsBak & Co., SPRINGFIELD, ILL. 


Statements of financial position 








Assets: 


Receivables sles ieadh thie eenheiodenenbeinntatkseducakthhnaednantanatil 


Prepaid expenses 


Es Been nceccansennssrnccececceuasesuseusenpeebesesencéandeg 


Less depreciation 


PN GH i. s ctietntetasetneeninn sddea sn tieajalptalhi sat tadiiatinae tele clbwaniaieaiattaidie’d 


Liabilities: 


Accounts payable 
Notes payable 


Total liabilities 


Owners’ equity per books 


i eee ee SED CUO... Caan dnden cennenscccnccbeneuneaes biceaetatibamaeaal 
NI sncrhct tase edhe shiek Dla thine niet daisies a iene dip hae eealipeietoen tang eden ate aa 

Deduct owners’ withdrawals (including $98,908.10 for individual income 
| ee WS OR REROCASERSeSTUGEReRRAcdeseSee — 
Et: ib tt dhicneiminehhenthtoresarinwaibeshdbenssnedeasebuniongen th 


Deduct income taxes payable by individuals and corporation 





























Oct. 1, 1952 | Feb. 28, 1955 

$100.00 | $118, 275. 98 

9, 910. 40 36, 178. 98 

6,755. 17 1, 583. 41 

88, 141. 33 176, 002. 10 

44,440.18 | 97, 565. 22 

43, 701. 15 78, 436. 88 

~ 60, 466. 7 72 fe 234,47 475. 25 

9, 420. 29 10, 858, 09 

16, 323. 25 3, 133. 96 

5, 743. 54 13, 992. 05 

"34, a 990, 483, 20 

396, 549.  & ee ae 
Pe 

210, 780. 65 |......--.---.. 

| 290, 483.20 |.............. 

72, 068. 03 


| 72, 068. 03 











EES PEE BOE cnckcddeknutnsestagenasehdbthnknsbkbestabenaedeen 148, 415. 17 | 148, 415. 17 
DUNBAR BUIDING, SPRINGFIELD, ILL. 
Statements of financial position 
_ an seaeiiea ieocieeal aie —____—— 
| Oct. 1, 1952 | Feb. 28, 1955 
—— ~ — ~ ——— | — -| 
Assets: 
a i ala gle ik te ek uteheniakartina’ «hme ata | $4, 499. 49 $15, 245. 40 
IE 3 oradltngxuitecen cuapenaenckueseucedknde le aaain a kam hegiemraese 1, 646. 42 0 
Pe INL. <x, cute nceneaebenanngdeebinubidoneeesonwenane cee 759. 92 2, 256. 00 


Land and buildings, at cost..........-- 
Less depreciation 


Liabilities: 


Accounts payable 
Mortgage.notes...........-- 


Ws cn naskibbenenvuedinthudededcupenmaseabensiaukeanmeel 


nk. 8 te ee eee hake watadt 


Add net earnings 


Total 


Equity, Feb. 28, 1955 





Deduct income tax payable on corporation earnings. .......--- abd Reece 


~ 149, 939. 74 
|__ 62,354. 92 


65 


| 104, 490. 


782. 32 
30, 371. 60 


_3i, 153. 92 





73, 336. 73 
22, 809. 75 


96, 146. 48 
35, 429. 15 
131, 57 5. 63 
32, 720. 57 





98, 855. 06 
3, 856. 52 


94, 998. 54 





| 97, 584. 82. 


154, 123. 54 
52, 175. 40 


101, 948. 14 
ma 449. 54 


1, 805. 30 
18, 789. 18 


20, 594. 48 


98, 855. 06 





DISTRIBUTION OF SURPLUS COMMODITIES 


DunBaR & Co., AND DUNBAR BUILDINGS, SPRINGFIELD, ILL. 
Application of funds, Oct. 1, 1952, to Feb. 28, 1955 


Dunbar & Dunbar 





Co. Buildings 
j 


Provided: 
Gross revenue and gains, all sources -_ -_- ‘ déesclamuan $1, 606, 533. 67 | $86, 188. 91 
Additional capital invested by owners... --- ee ; 9, 561. 29 | 35, 429. 15 


DE igiicnnsadedendesus : -------.-| 1,616, 094. 96 | 121, 618. 06 


Applied: | 
Cash expenses . 1, 128, 704. 46 41, 251. 28 
Outlay for equipment and facilities 116, O15. 27 | 26, 491. 20 
Income tax-__.....-...-. ; same aS 168, 667. 16 6, 165. 49 
Withdrawn by owners-------- ; .| 123,751.81 | 30, 411. 60 
Improvement in working-capital position 78, 956. 26 17, 298. 49 


Usct ben ocean : ’ x 1, 616, 094. 96 | 121, 618. 06 


EXHIBIT 1L 


HOUSE OF REPRESENTATIVES, 
Washington, D. C., March 30, 1955. 
Meg. JAMES W. DUNBAR, 
President, Dunbar & Co., 
Springfield, Iil. 

Deak Mr. DuNBAR: The bearer of this letter, Mr. Leonard Levite, has been sent 
to Springfield at my request to assist Mr. Jones and Mr. Willner in obtaining 
information for the subcommittee. 

If at all possible, I would like to avoid the necessity of a full audit by the sub- 
committee at some future date. Since Mr. Jones and Mr. Willner can be in 
Springfield for only a short time, I believe that Mr. Levite’s assistance will be 
valuable in enabling them to obtain enough information to eliminate the need 
for a future audit. 

I have been advised that you have cooperated fully with Mr. Jones and Mr. 
Willner. I would appreciate it if you would extend the same full cooperation 
to Mr. Levite, and I can assure you that this courtesy on your part will be most 
helpful to the subcommittee. 

Sincerely, 
L. H. FounrTaAIn, 
Chairman, Intergovernmental Relations Subcommittee. 
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ExHIsiIT 1M 
COLD STORAGE TARIFF 


PRODUCE TERMINAL COLD STORAGE Co. 


Plants at 1550 Blue Island Avenue, Chicago 8, Ill. 


INDEX 
Schedule 

Gontract: COrROS.Gd | COMGIIODG 6 orice circ emiiits Hecicinisibciian iain ee 
TT I i iin vi eee ese enschede sen hasatciei dean tenia eg aendaaaaeil 2 
ee A I wanes cre pia oh ee bane gm enn gcoemene es en gaan ence 3 
Dairy products: Butter, cheese, cream, and milk_.._._.-.--_----.-..__~. 4 
Pouitry products: 

rea OR PEI ih nc ailohbb as os et Sen cn ew gu ae mea 5 

RE CI a nics ict es eininciin e acini eee 5 
Meat and meat products: 

a a serene ae ei aia 6 

Ie SIRI NE ON ian cht acelin Wiis on pase etiam abe tedeiwes we 6 
Frozen fruits, vegetables, concentrates, and specialties: 

eee i - PER TION. CE CORT cceratertchitecte tein stench dis emits sca tenn sin mena aaen 7 

Pe SERIES BS Ci ini ok i kG an Se kn co henptboic cance 7 

LI0UE, DRAEY, BRE GUOTRIIOE oie cis oi ohn i cnc ianncnasndnmeie 7 

en RI UR ca BS BS Ae iia etic acne mine 7 
I'resh produce: 

Sees Ven an ORE Sh 8 cent emmeineeebeeewe eam 8 

Calery GMt: CRDORNS ie. die nek Sek tie Shwe nn ennnnnbebeudamtdeatende 8 

BROT, CO OW visi itcecere icin meeniniccmsinis winiatemcessnaigh anette wae 8 
Miscellaneous products: Barrel goods, dried fruit, nuts, ete____._-_-_---__~ 9 


OFFICERS 


W. A. Sizer, president; W. C. Baker, vice president; C. R. Zollinger, secretary ; 
G. T. Greene, treasurer; P. A. Vollmer, general superintendent. 


SCHEDULE 1 
TARIFF NO. 7 
Propuce TERMINAL CoLtp STORAGE Co, 


Effective on goods received on and after June 1, 1953; supersedes and cancels all 
previous tariffs and supplements thereto; property will be accepted by this 
company only under the following terms and conditions 


SUBJECT TO THE PROVISIONS OF THE UNIFORM WAREHOUSE RECEIPTS ACT 
Section 1. Tender for storage 

(a) All goods for storage shall be delivered at the warehouse properly marked 
and packed for handling. The storer shall furnish, at or prior to such delivery, 
a manifest showing marks, brands or sizes to be kept and accounted for sep- 
arately and the class of storage desired; otherwise the goods may be stored in 
bulk or assorted lots, in freezer, cooler, or general storage, at the discretion of 
this company and will be charged for accordingly. 

(b) The word “lot” or “‘sublot,’ as used herein, means the unit or units of 
goods for which a separate account is to be kept by this company. Delivery of 
all or any part of a lot or sublot shall be made without sorting, except by special 
arrangement and subject to a charge. 

(c) This company undertakes to store and deliver goods only in the packages in 
which they are originally received. 

Section 2. Storage period 

(a) All goods are stored on a month-to-month basis, unless otherwise provided. 
A storage month shall extend from a date in one calendar month to, but not 
including, the same date of the next succeeding calendar month, but if there be 
no corresponding date in the next succeeding calendar month, it shall extend 
to and include the last day of that month. When the last day of a final storage 
month falls on other than a regular business day of the warehouse, the storage 
month shall be deemed to expire on the next succeeding business day. 

(b) Except where other procedure is provided by the Uniform Warehouse 
Receipts Act, this company may, upon written notice to the storer of record 
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and/or to any other person known by this company to claim interest in the prop- 
erty, require the removal of any property by the end of the next succeeding 
storage month. Such notice shall be given by delivery in person, or by registered 
letter, addressed to the last known place of business or abode of the person to 
be notified. 


Section 3. Storage rates and insurance 


(a) All charges for storage are on a month-to-month basis unless otherwise 
provided in this company’s tariff. Charges for any lot shall begin on the date 
of receipt in storage of the first unit of the lot, and shall continue and include 
the last storage month during which the last unit of such lot is delivered. 
Storage charges shall be assessed on the maximum number of units or weights 
in any lot during a storage month. Storage charges are due on the first day of 
a storage month. All other charges are due when incurred. No increase in 
charges within the direct control of this company will be made on property in 
storage without a 30-day notice mailed to the storer of record or the last known 
holder of a negotiable warehouse receipt. 

(bv) This company may transfer property from one storage room to another, 
but shall notify the storer of record and the last known holder of a negotiable 
warehouse receipt, by registered mail prior thereto, if such new location differs 
from the former location in its effect upon insurance. 

(c) Insurance against fire and other hazards is not provided for in the storage 
rate. 


Section 4. Handling charges 

(a) Handling charges will be billed with the first month’s storage charges. 

(b) Lot delivery charges may be billed separately. 

(c) Unless it has failed to exercise due care and diligence this company shall 
not be responsible for demurrage (and the storer shall reimburse this company 
for any demurrage which it shall be required to pay) neither shall it be respon- 
sible for delays in obtaining cars or trucks for outbound shipments, nor for 
delays in unloading inbound cars or trucks. 

(d@) On outbound shipments, this company acts as agent for the storer who 
may furnish a checker to verify load and count; otherwise this company’s record 
of load and count shall be conclusive. 

Section 5. Delivery requirements 

(a) Written orders, properly signed, are required for the delivery or transfer 
of property. All orders shall clearly specify the lot number and particulars of 
description of the property. Telephone or telegraph orders must be confirmed 
in writing, and are accepted by this company prior to confirmation only upon 
the condition that it shall not be responsible for any loss or error by reason of 
such acceptance. 

(b) Instructions to transfer goods on the books of the company are not effective 
until delivered to and accepted by it. If a transfer involves rehandling the 
property, a charge for such service will be made. 

(ec) If a negotiable warehouse receipt has been issued, it must be surrendered 
for endorsement or cancellation before delivery or transfer of a part or all of 
the property covered thereby. Negotiable warehouse receipts will be issued only 
on request of the storer. If a negotiable receipt is lost or destroyed, delivery 
of goods covered thereby may be made only upon order of a court of competent 
jurisdiction and the giving of a bond with sufficient sureties approved by the 
court, as provided in the Uniform Warehouse Receipts Act. 

(d@) When goods are ordered out, a reasonable time shall be given to carry out 
instructions. 

(e) In case property is lost or misplaced, this company shall be allowed 10 
days in which to locate property after receipt of written delivery order. 

Section 6, Liability 

(a) The liability of this company, in the absence of other written agreements, 
is limited to the reasonable care and diligence required of a warehouseman by 
law. 

(b) All property is warehoused at the owner’s risk of loss, damage, or delay 
due to acts of providence, military authority, insurrection, riots, or by malicious 
ucts of third persons, or enemies of the Government or for any loss or damage 
of whatsoever nature and howsoever caused if not caused exclusively by the 
failure of this company to exercise the ordinary degree of care required of a 
warehouseman by law. Moreover, all property is warehoused at the storer’s 
risk of loss, damage, or delay, due to work stoppages, strikes, picketing, boycotts, 
embargoes, or labor disputes, involving employees of the warehouseman or others, 
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regardless of the cause. This company assumes no responsibility for concealed 
damages, leakage from packages, variations in weights, shrinkage in weights, 
pilferage, theft, odor, riot, rot, taint or other inherent qualities of the merchan- 
dise, or from losses by reason of defective or insufficient containers, whether 
occurring while goods are in storage or are being handled, or for failure to detect 
or remedy the same. This company assumes no responsibility for losses arising 
from sprinkler leakage, fire, smoke, windstorm, flood, or the influx of rising or 
surface waters, moths, corruption, depredation by rats, mice, or vermin or any 
cause beyond control of this company in the exercise of the ordinary degree of 
care required of a warehouseman by law. 

(c) Rates quoted in this company’s tariff are on the basis of a valuation of 
not over 50 cents per pound or $12 per cubic foot. Goods of greater value should 
be so declared at time of storage and be stored at higher rates as provided in 
the tariff under the heading, “Schedule of Charges for Special Services.” In no 
instance shall the liability of this company exceed the valuation corresponding 
to the rate at which the goods are stored. Unless all claims are made in writing 
within 30 days after delivery, all liability of this company shall terminate. 


Section 7. Liens 


All advances and charges are due and payable before delivery or transfer of 
property. The company shall have a lien for charges, loans, or advances on 
the goods in storage, and shall have the right to demand satisfaction of the lien 
prior to the release of the goods from storage. Upon the nonpayment of charges 
within a reasonable time, the company may obtain satisfaction of its lien by 
the sale of goods at public or private sale, conditioned upon the giving of due 
notice of the time and place of such sale to storer of record by registered mail 
addressed to his last known address at least 10 days prior to such sale. 


SCHEDULE 2 
TARIFF NO. 7 
Propuce TERMINAL COLD STORAGE Co. 
Effective on goods received on and after June 1, 1953; supersedes and cancels 
all previous tariffs and supplements thereto 
SCHEDULE OF CHARGES FOR SPECIAL SERVICES 
Subject to the company’s terms and conditions 


Regular hours for receiving or delivering goods: Monday through Friday, 
inclusive, 8 a. m. to 12 noon; 1 p. m. to 4 p. m.; Saturdays, Sundays, and holidays 
the warehouse is closed for business. 


Charges applicable on receipt of goods into storage 











: Storage 
unit | Handling! be 
month 
Small lots: Unless otherwise specified, lots or sublots weighing less | Hundredweight_ $0. 10 $0. 05 


than 2,000 pounds, total net weight, add. 
Nore.—lIf the tariff quotes the commodity on a package- 
rate basis, an equivalent assessment will be made. 

Small packages: Packages received weighing less than 24 pounds, |_....do___.._--- Py | Aw 
net weight, add. 

Note.—This charge is not applicable to those commodities 
whose rates are quoted on a package basis. 

Packages with excessive tare weights: The rates in this tariff are 
based on an allowance of tare not to exceed 10 percent of the total 
gross weight of the package. If the tare weight exceeds 1 per- 
cent, the commodity rate shall apply to the excess. 

Notet.—This provision is not applicable to rates charged on a 
per package or a gross weight basis. 





Freezing: If not otherwise specified, goods received unffozen to be |_....do. -.._.-_-- 18 
frozen, add. 

No manifest: If shipments are received without a manifest of con- |-.---- Te ciara Snaticedl - 03 
tents, add. 

Sorting: Shipments not sorted into the car or truck by the shipper |.....do_--_..._-_- .10 


necessitating sorting by the warehouse, add. 
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Distribution 


Distribution is the term applied to the handling of that portion of the mer- 
chandise in or out of trucks or cars at the company’s docks, which is not stored. 
Prior to unloading, information must be supplied the company as to the number 
of packages to be delivered, description as to marks, brands, sizes, etc., and to 
whom the delivery is to be made. The company will give notice when such goods 
are ready for delivery and hold them at owner’s risk for a period not to exceed 
24 hours at the handling rate for the specified commodity. After 24 hours, the 
merchandise will be placed in storage and regular tariff rates for storage and 
handling will apply. 

Rates for distribution are only applicable to 10 percent of the total weight 
of the shipment received. 

Nore.—This provision is not applicable to pool cars or trucks. 


CHARGES APPLICABLE ON DELIVERY OF GOODS FROM STORAGE 


Fifty cents delivery charge 

On deliveries or transfers from each lot or sublot in addition to the handling 
charge indicated in the tariff, a charge of 50 cents per delivery or transfer is 
assessed. 
Selection 

To deliver certain classes, grade, or weight from storage, charges are assessed 
on the basis of extra labor as is indicated in the section specified as “Charges 
applicable to goods in storage.” 


CHARGES APPLICABLE TO GOODS IN STORAGE 


Warehouse or clerical labor performed 

(a) During regular business hours: $2.50 per man per hour. 

(bo) After regular business hours: $3.75 per man per hour. 

(c) Saturdays, Sundays, and holidays: In accordance with the service 
rendered. 


Skilled labor or special clerical services 
Cost of labor plus 10 percent. 


Vaterials required in the performance of services 

Cost of materials plus 10 percent. 

Nore.—The applicable charges indicated in the above items are assessed for 
such services as: Extra warehouse labor, recoopering, repairing, repacking, 
repiling, strapping, sorting merchandise in storage, reworking damaged mer- 
chandise, bracing and dunnage, sampling, preparing bills of lading, preparing 
inventory statements (except when submitted to the company for checking), 
inspections, etc., unless otherwise specified herein. 


Per carton, 
box, case, 
can 





Inspections: Cents 
Butter 
Shell eggs_. 
Canned eggs_- 
Poultry - - 
Individually packed turkeys i 
FE NE Fe CINE oc cence cnccsncszenucecteuctnceduasoeip ; 


Minimum charge: $1. 


Marking or stenciling 
Marking or stenciling when preparing goods for storage or delivery: 1 cent 
per line per package. 


Weighing 

(a) On receipt or delivery of the goods: 2 cents per hundredweight. 

(b) In storage, necessitating rehandling of the goods stored: $2.50 per man 
per hour. 
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Excess valuation 
In the event a storer desires to declare an excess value, proportionate rates 
to cover the added liability on the part of the warehouseman will be quoted 
on request. 
OTHER CHARGES FOR SPECIAL SERVICES 
Insurance 


Fire, sprinkler, and extended coverage insurance will be furnished when re- 
quested by the storer: 2 cents per $100 valuation per month. 
Financing 

Commodity loans on staple products may usually be arranged by the company, 
if desired. These are to be secured by negotiable warehouse receipts properly 
endorsed, the company’s demand note and must be covered by insurance such 
as indicated above. Interest rate: 6 percent per annum. 


Drafts 

Drafts will be paid on arrival of shipments at the company’s warehouse, 
subject to inspection, provided previous arrangements are made in connection 
with the transaction. To avoid protest fees, drafts should be made “Hold for 
arrival and inspection.” 
Billing for customer’s accounts 

In invoicing for the customer’s account, the company acts only as agent for 
the storer and assumes no credit risks or responsibility for making collections. 
Additional charge: 10 cents per item plus 25 cents per $1,000 billed. 
Exchange charges 

When invoicing or collecting and when drafts are prepared as a matter of 
special services, exchange charges on such drafts, unless paid by the drawee, 
will be charged to the owner and deducted from the proceeds of the collection. 
When, in order to facilitate movement or otherwise in the interest of the owner, 
a draft may be drawn for advances or charges, any exchange charges on such 
drafts are chargeable to the owner unless paid by the drawee. 

Freight, drayage, revenue stamps, and other cash disbursements made on 
behalf of the storer are due and payable when billed and are subject to interest 
from the date billed by the company. 


MINIMUM CHARGES 


The minimum charge per account per month: $2.50. 
The minimum charge made at any one time, if not otherwise specified: 50 
cents. 
SCHEDULE 3 
TARIFF NO. 7 
Propuce TERMINAL CoLp STORAGE Co. 


Effective on goods received on and after June 1, 1953; supersedes and cancels 
all previous tariffs and supplements thereto 


GENERAL INFORMATION 


Information presented herein is provided to assist those who use, or econtem- 
plate the use of the facilities of the Produce Terminal Cold Storage Co. for the 
refrigerated storage of their product. 

Mail 

All communications should be addressed to: Produce Terminal Cold Storage 
Co., 1550 Blue Island Avenue, Chicago 8, Ill. So that your mail may be properly 
handled, please see that your return address is written plainly, correctly and 
in full, preferably including the street number. 

Telephone 


Our telephone number is: Chesapeake 3-1550. 


Approved delivery 


Produce Terminal Cold Storage Co. is an approved warehouse under the rules 
of the Chicago and New York Mercantile Exchanges. Goods stored in our plant 
are good for delivery on either exchange. 
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Loans 

Financing, if desired, may usually be arranged on staple commodities. 
Warehouse receipts 

A storage acknowledgment will be issued the storer on each shipment received 
indicating the lot or various sublots pertaining thereto. Nonnegotiable or nego- 
tiable warehouse receipts will be issued only upon request and at no charge to 
the storer. On goods covered by a negotiable warehouse receipt, no deliveries 
or transfers shall be made unless the negotiable receipt, properly endorsed, is 
surrendered for cancellation or for endorsement of partial delivery thereon. 


Billing 


Monthly billing, when rates are quoted by weight, are computed on the basis 
of net weight, unless otherwise specified on the commodity schedule. 
Transfers 

When goods in storage are transferred on the books of the warehouse from one 
party to another, the storage expiration date will remain the same as if no trans- 
fer had been made, unless necessary to assign a new lot number in which case 
the regular tariff rate will be assessed as though goods were received on date of 
transfer: these charges will be assessed the seller unless otherwise provided. 
Partial unloadings 

Goods received in cars or trucks en route for partial unloading will be handled 
and stored at regular tariff rates. In the event that sorting is required to move 
the merchandise consigned elsewhere in order to unload the Produce Terminal 
consignment, the extra labor involved will be charged plus the labor and mate- 
rials necessary to repile and brace the car or truck for reshipment. 


TRAFFIC INFORMATION 
Dock and rail facilities 

Produce Terminal Cold Storage Co. is located at 1550 Blue Island Avenue, Chi- 
cago; this is 15 blocks west and 15 blocks south of Chicago’s Loop, just 1 block 
from the South Water Market. Our location on the rails of the Baltimore & Ohio 
Chicago Terminal Railroad and the Chicago & North Western Railway greatly 
facilitates quick connections with ali railroads for prompt delivery to our plant. 

Our street-level, completely covered dock facilities are among the finest; the 
240-foot frontage of traffic-free parking area enables us to handle upward of 
20 trucks, in and out, at any one time. 

Third-floor track facilities accommodate 10 railroad cars at completely covered 
docks simultaneously and in no way conflicts with the loading and unloading of 
trucks. Numerous switches are furnished us daily by the B. & O. C. T. and 
the C. & N. W. which makes it possible to handle many cars, in and out, each day. 


Shipments into storage 

To facilitate receipt of your product into storage, advice should be sent us 
to be received prior to the arrival of the shipment providing us with such perti- 
nent information as: Carrier’s name, car, or truck number, routing, manifest 
of contents (a copy of which should also be placed inside the car or truck), and 
the account for whom the merchandise is to be stored. Trucks should be advised 
to telephone us on arrival in the Chicago area so that proper arrangements can 
be made to receive the shipment. 

Billing: All shipments to this warehouse should be billed to: In the Storer’s 
name, care of Produce Terminal Cold Storage Co., 1550 Blue Island Avenue, 
Chicago 8, Ill. At no time should shipments be billed to us as consignee. 

Storage in transit: Transit privileges permitting application of the through 
rate on butter, shell eggs, frozen eggs, poultry, fresh and frozen fruits and 
vegetables are effective at Produce Terminal Cold Storage Co., as specified in 
Various rail carriers’ tariffs. Transit privileges permitting application of the 
through rate on certain commodities are granted by some truck carriers and 
when so granted are effective at our warehouse. 

Owners who pay their own freight charges should have duplicate copies of 
freight bills registered for storage in transit, if this privilege is desired. Our 
traffic department will attend to the registration of paid freight bills for storage 
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in transit, on request. All shipments made to Produce Terminal Cold Storage 
Co., where storage in transit privilege is desired, should bear the notation “For 
storage in transit” on the bill of lading. 


Shipments out of storage 


Produce Terminal Cold Storage Co. will arrange for out-of-town shipments by 
truck or rail, when requested. On rail shipments, arrangements have been 
made with various carriers so that there is usually an adequate supply of re- 
frigerator cars available. The B. & O. C. T. and the C. & N. W. can, and do 
make prompt connections with all outbound carriers. 

With reference to truck shipments, the customer should specify the truck 
earrier where possible but, whether specified or not, this warehouse shall not be 
held responsible for the failure of motortrucks to make pickups as ordered. 

Shipping instructions: To insure the prompt movement of shipments from 
storage, complete shipping instructions specifying the consignee, carrier, routing, 
icing instructions, lot, and description of the product ordered for shipment 
should reach our office as soon as is possible. 

Billing: Produce Terminal Cold Storage Co. will, on request, handle the 
issuance of bills of lading for which service a nominal charge is assessed. 


Local cartage 
We will arrange for cartage service on local shipments, at your request. 


BASIS FOR RATES 


Storage and handling rates in the various commodity schedules included 
herein and made a part of the company’s tariff are based on the receipt of lots 
or sublots whose total net weight exceeds 2,000 pounds and covers only packages 
weighing 24 pounds or more whose tare weight is not in excess of 10 percent of 
the gross package weight. 

Storage rates of product which meet the conditions described above are based 
on the cubic displacement of the package stored and are converted to the prac- 
tical basis of a hundredweight or a per package charge for the convenience of 
the storer. Although numerous factors enter into the final determination of a 
storage rate, the foremost of these is the density or displacement in terms of 
pounds per cubic foot of the package stored. This is readily determined by 
dividing the net weight of the package by its volume, expressed in terms of 
cubic feet. 

The following schedule explains the basic formulation of the company’s stor- 
age tariff, once basic cooler and freezer charges are determined, and indicates 
the application of package displacement per cubic foot as related to storage 
rates per hundredweight : 


Additional charges to base storage rates due to varying package displacements 
per cubic foot 





Cooler, Freezer, 
cents per cents per 
hundred- hundred- 

weight weight 

Pounds (net weight) per cubic foot: 
ee eae ae ere initensaanie arent ab aiianecins, (1) (1) 
30 to 35....... ene a ee Picminetin snes tances SEE AES At aE ee (!) 
95 tOOOU Sri ot ated di ca el alae ed 3 
i ad ee ten he Satin een iennhihe ieee lbemtanteet 6 
WITT Tih. iihnin ah aint a acini anohinntnadetehaaniehiieieaaammneas } 35 i 





1 Base rate. 


Handling rates are computed on the basis of the costs of labor, supervision, 
and overhead incidental to the receipt and delivery (the in and out movement) 
of the commodity stored. 

Special services performed at the request of the storer and miscellaneous 
charges are set forth herein, each being based on the basic and overhead costs 
of the services rendered, except where otherwise indicated. 








DISTRIBUTION OF SURPLUS COMMODITIES 


ScHEDULE 4 


TARIFF NO. 7 
PRODUCE TERMINAL COLD STORAGE Co. 


Effective on goods received on and after June 1, 1953; supersedes and cancels all 
previous tariffs and supplements thereto; subject to the company’s terms and 
conditions and schedule of charges for special services 


Dairy products 
BUTTER 


Han- | Storage 
Unit dling in per 
and out month 


Butter: Cartons and tubs (freezer) -- 7 --| Hundredweight 
Notre.—The freezing charge is not applicable. 
Butter: Cartons and tubs (cooler) 


CHEESE 


American: Daisies, Twins, Cheddars, Longhorns (cool 
Cottage: Cartons and tubs (freezer) 
Note.—The freezing charge is not applicable. 
“WIss: 
Boxes and cartons (cooler) - - 
Tubs and hoops (cooler) 
If not otherwise specified (cooler 


AND MILK 


Condensed: Barrels (cooler) - -- -- : Package 
Dried: 
Boxes and barrels (freezer Hundredweight ! 
Boxes and barrels (cooler) do 
Evaporated: 
Tall, 48/1444 (cooler) - - Package 
Small, 48/6 (cooler do 
Plastic: Boxes, cans, cartons (freezer) Hundredwei 
Note.—The freezing charge is not applicable. 
If not otherwise specified (freezer) - 


Invoiced on a gross-weight basis. 
Note.—The foregoing is a part of a complete tariff on file in the company’s office. Rates on commodities 
not specified will be quoted on request. 


SCHEDULE 5, SUPPLEMENT 1 
TARIFF NO. 7 


PrRopDUCE TERMINAL CoLD STORAGE Co. 


Effective on goods received on and after February 8, 1954; supersedes and cancels 
all previous tariffs and supplements thereto; subject to the company’s terms 
and conditions and schedule of charges for special services. 


Poultry products 


EGGS 





Han- | Storage 
dling in per 
and out month 


Shell (30 dozen per case): 
Lots of 40 cases or more (cooler) -- ial Yas : $0.15 | $0.10 
Lots of less than 40 cases (cooler) _---- ) 20 «2 
Dried: Boxes, barrels (freezer) - - 20 19 


Liquid: Cans (freezer) , 20 .16 
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Poultry products—Continued 
POULTRY AND TURKEYS 








Storage 
per 


| Han- 
| 
a! month 
oy 
5 | 


Unit | dling in 
and out 





New York dressed, cut-up or barrel-packed eviscerated (freezer). _| Hundred weight te $0. 2. $0. 21 
Note: (1) If the package displaces less than 25 pounds per | do... 05 
cubic foot, add. | 
(2) Lots or sublots weighing less than 2,000 pounds, add do... . 10 
Ready-to-cook: Drawn or eviscerated (freezer) do. | 30 
Note: (1) If the package displaces less than 15 pounds per do 
cubic foot, add, 
(2) Lots or sublots weighing less than 2,000 pounds, add @0..i.. 10 
Individually packed: | 
If packed 1 bird to box or carton: 
Under 24 pounds, net weight (freezer) _- Package. i 
Over 24 pounds, net weight (freezer) | -do.. 1 


Note: (1) Lots or sublots weighing less than 2,000 thins . 0: 
pounds, add. | 

(2) If received unfrozen to freeze, add | do. .04 

If packed or strapped in master container (freezer) | Hundre dweight . 30 

} } 


Note: (1) If the package displaces less than 15 pounds per sean 
cubic foot, add. | 
2) Lots or sublots weighing less than 2,000 pounds, |.....do- .10 


add, 
1 Invoiced on a gross-weight basis. 


Note.—The foregoing is a part of a complete tariff on file in the company’s office. Rates on commodities 
not specified will be quoted on request. 


SCHEDULE 6 
TARIFF NO. 7 
PRODUCE TERMINAL COLD STORAGE Co, 


Effective on goods received on and after June 1, 1953; supersedes and cancels 
all previous tariffs and supplements thereto; subject to the company’s terms 
and conditions and schedule of charges for special services 


Meat and meat products 
LARD (COOLER) 


Han- | Storage 
Unit | dlingin | per 
and out | month 


Lard: Cartons, tins, tubs..........._- pubge deb davedo ade veunedies Hundredweight. | $0. 15 $0. 15 

FRESH MEATS (FREEZER) 
dean : - — 
Boneless meat: | | 
Boxes, cartons. . ‘ c i Hundredweight $0. 20 


Barrels : do. | ae 
Pork, bone-in: Boxes, cartons... ; : .do-_. . 22 
Meat cuts, bone-in: Boxes, barrels do 26 
Beef cuts: Loose do ‘ 10 
Beef and veal carcass: | 

Loose, over 125 pounds da . 55 

Loose, 125 pounds and under do | . 40 
Pork, mutton. and lamb carcass: Loose ....d0 . 40 | 
Bellies: 

Loose do 40 

Bundles do . 20 
Hams: Loose & .do 3 
Picnics: 

Loose. 8 pounds and over do 39 

Loose, under 8 pounds 7 .do_. 42 
Lamb, mutton, and veal cuts: Loose pibas ot .do i 40 | 


MEATS (COOLER) 


j 
Canned hams: Cartons | Hundredweight_| $0. 


i . 1 
Other canned meats: Cartons __- ‘ ee : oe olf 


Norte.—The foregoing is a part of a complete tariff on file in the company’s office. Rates on commoditie 
not specified will be quoted on request. 
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SCHEDULE 7 
TARIFF NO. 7 
Propuce TERMINAL COLp Srorace Co. 


Effective on goods received: on and after June 1, 1953; supersedes and -caneels 
all previous tariffs and supplements thereto; subject to the company’s terms 
and conditions and schedule of charges for special services 


Frozen fruits, vegetables, and specialties (freezer) 


FROZEN FRUITS 


Han- Storage 
dling in per 
and out month 


Institutional: Cans Hundredweight $0. 2 $0. 16 

Note: (1) If the package displaces less than 35 pounds per do ; f .05 
cubie foot, add 

Retail and institutional: Master container with inner cartons do - 21 

Note: (1) If the package displaces less than 25 pounds per do 05 
euble foot, add. 


FRUIT JUICES AND CONCENTRATES 


' j 
Retail and institutional: Master container with inner cartons Hundredweight 
Note: (1) If the package displaces less than 35 pounds per | do 
cubic foot, add. 
(2) Packages whose marked weights are indicated in 
terms of fluid ounces are converted to pilling 
weights (avoirdupois) for invoicing, as is shown 
in the example below: 
4 120 ounces, 42 pounds 
6 120 ounces, 63 pounds 
24 6 ounces, 1242 pounds 


48 6 ounces, 25 pounds 


FROZEN VEGETABLES 


Retail and institutional: Master container with inner cartons Hundredweight 
Note: (1) If the package displaces less than 25 pounds per |_._..do 
cubic foot, add, 


DOUGH, PASTRY, SPECIALITIES, PACKAGED MEAT CU’ 


Retail and institutional: Cartons Hundredweight 
Note: (1) If the package displaces less than 25 pounds per do ji 
cubie foot, add 
(2) If the package displaces less than 15 pounds per |.._..do 
cubie foot, add 


Nore.-—The foregoing is a part of a complete tariff on file in the company’s office. Rates on commodi- 
ties not specified will be quoted on request. 
SCHEDULE 5 
TARIFF NO. 7 
PRODUCE TERMINAL COLD STORAGE Co. 
Effective on goods received on and after June 1, 1953; supersedes and cancels 


all previous tariffs and supplements thereto; subject to the company’s terms 
and conditions and schedule of charges for special services 
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or 


Fresh produce 


BERRIES AND SMALL FRUIT 








| 
Handling in 
and out | Storage 
Unit ek 
| l | month 
| | Fresh | Frozen | 
Cranberries: Bags (60 to 70 pounds) (freezer)..............- | Hundredweight_| $0.40 |.......- $0, 22 
Other berries and small fruit: | | 
Crates, 24 pints to 16 quarts (freezer) .............--.-.- Package......... -10 | $0.06 | .08 
Crates, 36 otarte reestr)... «2... 0. sscdbcnwcedalt ¥ vaneowadacekees oan 08 | :a 
Baskets, jumbo climax (freezer). ..........-...-.-.--..- ere | -08 - 06 | . 06 
Bamets, Dames (reser)... .....2...6....--6-- pee ees | acta Mevctnecanas | a 16 | ll 


FRESH FRUITS 











| 
Han- | rw 
Unit dling in 
and out oath 
acing enneiinemiind sine dadkmmnanibae i— 
Apples and pears: | 
a I eID icra acces erdaic ta weigh eh linac niche nines erctareherepceon Package......... $0.12 $0. 07 
I i ss ache manele aia re «13 08 
Ciérens Otis: Orates (O00Net) = «65 265 oc e once concen sevdende laden ND cciststinn i . 20 »12 
Cranberries: Boxes, cartons, 25 pounds (cooler) -.......-..-------- anche ae ee .08 06 
Grapes: Display lugs, 26 to 30 pounds (cooler). ._.-....---.-------|----- | REO .07 06 
Persimmots: Fiats (dder) 22222 cc Rule Og Jes .08 | .06 
| { 
ROOT CROPS 
Beets, carrots, onions, potatoes, rutabagas, turnips, etc.: Bags, Hundredweight_| $0. 20 | $0. 14 
Crates (cooler). | 
a fe 
CELERY AND CABBAGE 
Celery and cabbage: Crates (cooler). ..............-...-----.----- | Hundredweight' $0. 23 $0.18 





1 Invoiced on a gross-weight basis. 


Nore.—The foregoing is a part of a complete tariff on file in the company’s office. Rates on commodities 
not specified will be quoted on request. 


SCHEDULE 9 
TARIFF NO. 7 
PRODUCE TERMINAL CoLp Storage Co, 


Effective on goods received on and after June 1, 1953; supersedes and cancels 
all previous tariffs and supplements thereto; subject to the company’s terms 
and conditions and schedule of charges for special services 


MISCELLANEOUS 











} | Han- | Storage 
j Unit } dling in | per 
| and out | month 
| 
Dried fruit: Boxes, cartons (cooler). ...........................--.| Hundredweight $0. 16 | $0. 12 
Nuts—in shells: | 
Master container with inner cartons Pari: ean th inacsaeieaimoe veete! 18 | . 20 
If not otherwise specified (cooler) - - - -- ‘ wae SORST oe Sregtap ae | . 16 4 
Nutmeats: If not otherwise specified (coole ie eirinc cbalkenandaiie aaaie .16 16 
Peanuts: | 
In shells (cooler). ........-.- aac bsicaedneinets Sea ed a a . 20 30 
Shelled (cooler). .__.. ‘ peecteacuaseomnbe| 16 | ll 


Citrus segments: Master container with inner cartons (cooler). ___|.....do.........-- . 20 
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BARREL GOODS 


Handling in 
and out 

Storage 
per 

Fresh month 
or Frozen 

thawed 


en 


Barrel goods, not otherwise specified: 
16 gallons, one-half barrel, 100 pounds (freezer) | Package a $0. 47 $0. 37 
32 gallons, barrel, 200 pounds (freezer) i do mA an ‘ - 55 
50 gallons, drum, 350 pounds (freezer) _ _ - =o 5eelbete : 1. 05 . 75 | .74 
50 gallons, drum, 350 pounds (cooler) Scag alias . 60 . 62 


Notz.—The foregoing is a part of a complete tariff on file in the company’s office. Rates on commodities 
not specified will be quoted on request. 


EXHIBIT 1N 
JUNE 14, 1954. 
Re file No. 7379 MC, Dunbar & Co., Springfield, Il. 
UNITED STATES DEPARTMENT OF AGRICULTURE, 
Commodity Credit Corporation, 
1010 Broadway, Cincinnati, Ohio. 
(Attention: Manuel Werby.) 


This is to certify that Dunbar & Co., Springfield, Ill, holds certificate No. 
ILL. L. 20275, which is a common-carrier certificate, issued by the department 
of public works and buildings, authorizing the transportation of general com- 
modities in intrastate commerce in Illinois. 

I further certify that Dunbar & Co. have filed in due time its application 
under the “grandfather” clause of the Illinois Motor Carrier of Property Act 
for a common-carrier certificate to transport the same commodities in intra- 
state commerce in Illinois, which application is now pending before the Illinois 
Commerce Commission, which commission has jurisdiction over the Illinois 
Motor Carrier of Property Act. 

Pending insurance of common-carrier certificate to this carrier by the Illinois 
Commerce Commission such carrier has authority to continue its operations 
under the certificate hereinabove referred to. 

This carrier also holds contract carrier permit to transport all commodities 
for shippers with whom it has on file with this Commission a written bilateral 
continuing contract between such shippers and carriers. 

I further certify that I am the custodian and keeper of the records of the 
motor earrier of property division of the Illinois Commerce Commission. 


LestTeER D. Kick, 
Assistant Secretary, Illinois Commerce Commission. 











